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PRIVATIZATION  OF  THE  FEDERAL  POWER 
MARKETING  ADMINISTRATIONS 


WEDNESDAY,  JULY  19,  1995 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Energy  and  Power, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:07  a.m.,  in  room 
2322,  Raybum  House  Office  Building,  Hon.  Dan  Schaefer  (chair- 
man) presiding. 

Members  present:  Representatives  Schaefer,  Moorhead,  Crapo, 
Burr,  Norwood,  Pallone,  Gordon,  Markey,  and  Lincoln. 

Also  present:  Representative  Klug. 

Staff  present:  Catherine  G.  Van  Way,  majority  counsel;  and  Sue 
D.  Sheridan,  minority  counsel. 

Mr.  Schaefer.  The  Subcommittee  on  Energy  and  Power  will 
come  to  order  for  our  hearings  this  morning  on  the  privatization  of 
the  Power  Marketing  Administrations.  The  Honorable  Mark  Foley, 
Member  of  Congress,  is  with  us  today  as  the  first  witness. 

Mr.  Foley,  I  understand  your  schedule  is  tight  and  that  you  have 
to  go  to  a  committee  mark-up. 

Mr.  Foley.  Across  the  hall,  fortunately. 

Mr.  Schaefer.  And  so  what  we're  going  to  do  is  I  will  not  do  an 
opening  statement  at  this  time,  nor  my  good  friend  from  New  Jer- 
sey, and  we'll  just  listen  to  you  to  be  able  to  get  you  in  and  out 
of  here.  So  you  may  proceed  Mr.  Foley. 

STATEMENT  OF  HON.  MARK  FOLEY,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  FLORIDA 

Mr.  Foley.  Thank  you  very  much,  Mr.  Chairman,  and  I  ask  con- 
sent to  submit  my  written  statement  for  the  record. 

Mr.  Schaefer.  Without  objection,  your  statement  will  be  made 
a  part  of  the  record. 

Mr.  Foley.  I'd  first  like  to  thank  the  chairman  and  the  sub- 
committee members  for  having  a  hearing  on  H.R.  1801,  the  Federal 
Power  Asset  Privatization  Act,  and  I  appreciate  your  indulgence 
with  our  Science  and  Space  Committee  meeting  across  the  hall.  We 
may  have  votes  and  I  may  have  to  depart. 

Now,  the  focus  of  this  hearing  and  the  purpose  of  the  Speaker's 
referral  of  H.R.  1801  to  this  committee  is  language  in  my  bill  that 
requires  the  Federal  Energy  Regulatory  Commission  to  deal  with 
the  sale  of  the  PMA  assets.  As  I  understand  it,  the  goal  is  a  dia- 
logue on  a  post-PMA  environment,  an  environment  achieved  by 

(1) 


getting  the  Federal  government  out  of  the  power  generation  busi- 
ness, where  it  should  not  be. 

The  FERC  has,  since  implementation  of  the  Energy  Policy  Act  in 
1992,  been  aggressively  working  to  create  a  competitive  electric 
marketplace.  The  PMA's,  however,  continue  to  slow  this  process 
down. 

Today  the  Federal  Government  is  producing  and  marketing  more 
electricity  than  any  other  single  entity.  I  reiterate;  the  U.S.  Gov- 
ernment is  the  largest  competitor  to  non-government  companies 
selling  electricity. 

Clearly,  because  of  their  special  preference  to  PMA  power,  mu- 
nicipal utilities  and  rural  electric  co-ops  oppose  my  legislation.  De- 
spite this,  I  would  hope  that  we  could  choose  to  discuss  regulatory 
issues  if  PMA  sales  took  place.  Instead,  it  is  my  understanding  the 
opposition  has  pulled  away  from  the  table  in  a  letter  dated  July  17 
to  this  committee  and  the  chairman  from  the  APPA. 

Ironically,  their  position  appears  far  from  resolute.  The  American 
Public  Power  Association,  in  December,  stressed  its  complete  oppo- 
sition to  selling  the  PMA's.  Just  last  month,  however,  the  APPA 
took  a  new  position  that  would  only  support  a  transfer  like  the 
President  has  recommended. 

The  most  common  reason  stated  by  APPA  and  the  National 
Rural  Electric  co-ops  in  opposing  my  bill  is  the  possibility  of  mas- 
sive rate  increases.  Yet  when  the  bill  included  language  to  protect 
the  current  customers  from  rate  shock,  they  said  it  added  another 
layer  of  regulation. 

These  interest  groups  recognize  the  unfair  advantage  the  Federal 
Government  gives  them,  and  they  fear  losing  it.  They  would  rather 
defend  the  status  quo  than  come  to  the  table  to  help  move  the  Na- 
tion forward. 

The  rate  issue  is  important,  so  I  will  start  there.  H.R.  1801  has 
a  rate  stabilization  mechanism  to  prevent  rate  shock  to  current 
customers.  There  are  several  important  clarifications  to  be  made. 

First,  in  a  staff  memo  to  prepare  your  subcommittee  for  this 
hearing,  it  correctly  stated  that  the  current  regulation  of  the  PMA 
rates  are  far  different  than  the  private  companies  that  produce  and 
sell  power.  To  quote  FERC  Chair  Moler  in  her  testimony  before  the 
Resources  Committee,  "We  do  not  evaluate  PMA  rates  under  the 
traditional  just,  reasonable,  and  non-discriminatory  standard  ap- 
plied to  public  utilities."  This  signifies  a  very  unfair  advantage 
when  compared  to  non-governmental  power  producers. 

Second,  current  consumers  are  the  preference  customers — gen- 
erally rural  co-ops  and  municipal  utilities.  They  are  not  residential 
customers,  or  the  households.  The  households  buy  retail  from  the 
preference  customers  of  the  PMA's.  In  addition,  some  preference 
customers  are  large  industrial  plants,  like  aluminum  plants  in 
Northwestern  United  States. 

Residential  customers,  in  most  cases,  pay  more  in  retail  rates 
than  preference  customers  pay  the  PMA. 

Third,  the  PMA  rates  are  below  the  average  market  rate,  in  some 
cases  as  much  as  170  percent  below  average  market  rate.  This  gov- 
ernment-created "at  cost"  rate  is  the  reason  rate  increases  may 
occur.  Americans  who  live  in  Boston,  New  York,  Newark,  Miami, 


Indianapolis,  Chicago,  or  Detroit  will  not  have  any  rate  impact  be- 
cause they  are  not  served  by  any  PMA's. 

Finally,  the  rate  cap  in  my  bill  states,  "Not  greater  than  10  per- 
cent annually."  This  does  not  mandate  10  percent  increase.  It  man- 
dates a  maximum  increase  that,  through  contractual  obligation, 
could  also  be  made  at  a  rate  less  than  10  percent.  The  Secretary 
of  Energy,  in  implementing  these  sales,  could  make  it  2  percent  or 
7  percent. 

In  regard  to  regulation  of  hydroelectric  facilities,  section  6  of  my 
bill  mandates  that  FERC  issue  an  original  license  under  Part  1  of 
the  Federal  Power  Act.  By  having  FERC  issue  a  temporary  license 
at  the  time  of  the  sale,  this  section  keeps  the  Federal  assets  pur- 
chase viable. 

This  temporary  license  requires  standard  hydro  regulations  be 
upheld.  In  doing  so,  we  would  not  allow  any  major  changes  to  the 
operations  of  the  asset. 

The  time  for  this  interim  license  would  be  10  years.  This  time 
frame  is  consistent  with  the  time  FERC  would  need  to  issue  new, 
specific  facility  licenses,  as  was  testified  by  FERC's  Chair,  Ms. 
Moler,  at  the  Resources  Committee. 

H.R.  1801,  with  regard  to  electricity  transmission,  will  allow  all 
non-government  power  producers  access  to  the  sale.  I  believe  it  can 
be  assumed  that  FERC  would  apply  the  proper  existing  regulation 
to  any  entity  that  purchases  the  transmission  asset.  These  regula- 
tions would,  of  course,  be  consistent  with  recent  rules  of  FERC  that 
would  completely  open  up  the  Nation's  transmission  lines. 

Important  to  note,  however,  is  that  under  existing  law,  the 
PMA's  have  a  separate  set  of  rules  that  are  far  less  regulatory; 
again,  an  unfair  advantage  in  this  day  of  competition. 

I  hope  this  statement  clarifies  the  regulatory  aspects  of  my  legis- 
lation. Further,  I  hope  it  provides  some  insight  to  my  belief  that 
the  PMA's  must  be  eliminated. 

Again,  I  thank  the  subcommittee  for  the  vision  they  have  shown 
in  trying  to  look  ahead  to  a  day  when  the  Federal  Government  no 
longer  competes  with  an  already  competitive  private  sector. 

When  some  Americans,  simply  by  virtue  of  where  they  live,  are 
given  special  privilege  not  afforded  the  rest,  it  is,  in  fact,  unfair. 
This  unfairness  must  be  remedied.  H.R.  1801  takes  the  first  step, 
and  I  urge  your  support  of  this  bill.  Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Hon.  Mark  Foley  follows:] 

Prepared  Statement  of  Hon.  Mark  A.  Foley,  a  Representative  in  Congress 
FROM  THE  State  of  Florida 

I  would  first  like  to  extend  my  thanks  to  Chairman  Schaefer  and  the  Subcommit- 
tee members  for  having  a  hearing  on  H.R.  1801,  the  Federal  Power  Asset  Privatiza- 
tion Act.  The  ongoing  discussions  on  the  privatization  of  the  Power  Marketing  Ad- 
ministrations (PMA's),  while  controversial,  are  essential  as  this  new  Congress  inves- 
tigates restructuring  the  Federal  bureaucracy. 

The  focus  of  this  hearing,  and  the  purpose  of  the  Speaker's  referral  of  H.R.  1801 
to  this  committee,  is  language  in  my  bill  that  requires  the  Federal  Energy  Regu- 
latory Commission  (FERC)  to  deal  with  the  sale  of  PMA  assets.  I  do,  however  recog- 
nize that  this  committee  will  pursue  additional  topics  regarding  the  sale.  As  I  un- 
derstand it,  the  goal  is  a  dialogue  on  a  post-PMA  environment.  Mr.  Chairman,  it 
is  a  post-PMA  nation  that  is  my  ultimate  goal.  This  goal  is  based  on  a  simple  prin- 
ciple; do  what  is  best  for  the  American  taxpayer.  This  is  done  by  getting  the  Federal 
government  out  of  the  power  generation  business.  Instead  of  serving  a  special  few. 


As  a  freshman  in  the  104th  Congress,  I  have  to  look  at  existing  law  and  see  if 
it  serves  the  best  interest  of  the  nation.  In  1992,  the  Congress  and  the  President 
agreed  to  a  comprehensive  Energy  Policy  Act.  Much  of  this  law  works.  Particularly, 
the  aspects  of  this  bill  that  opened  up  electric  markets  to  competition.  The  FERC 
has,  since  implementation  of  the  Energy  Policy  Act,  been  aggressively  working  to 
create  a  competitive  electric  market.  The  PMA's,  however,  continue  to  slow  this 
process  down.  Today,  the  Federal  government  is  producing  and  marketing  more 
electricity  than  any  other  single  entity.  I  reiterate,  the  U.S.  government  is  the  larg- 
est competitor  to  non-goverrunent  companies  selling  electricity. 

Washington  representatives  of  the  municipal  utilities  and  rural  electric  coopera- 
tives oppose  my  legislation.  Despite  this,  I  would  hope,  that  they  would  choose  to 
discuss  reg\ilatory  issues  if  PMA  sales  took  place.  Instead,  it  is  my  understanding, 
their  opposition  to  the  sale  has  pulled  them  away  from  the  table.  Ironically,  their 
position  appears  far  from  resolute.  The  American  Public  Power  Association  (APPA) 
in  December  stressed  a  complete  opposition  to  selling  the  PMA's.  Just  last  month, 
however,  the  APPA  took  a  new  position  that  would  only  support  a  transfer  like  the 
President  has  recommended.  The  most  common  reason  stated  by  APPA  and  the  Na- 
tional Rural  Electric  Cooperatives  Association  (NRECA)  in  opposing  my  bill,  is  the 
possibility  of  massive  rate  increases.  Yet,  when  the  bill  included  language  to  protect 
the  current  consumer  from  rate  shock  they  said  it  "added  another  layer  of  regula- 
tion." These  special  interest  groups  recognize  the  unfair  advantage  the  Federal  gov- 
ernment gives  them  and  they  fear  losing  it.  They  would  rather  defend  the  status 
quo,  than  come  to  the  table  to  help  move  the  nation  forward. 

The  rate  issue  is  important,  so  I  will  start  there.  H.R.  1801  has  a  rate  stabiliza- 
tion mechanism  to  prevent  "rate  shock"  to  current  consumers.  There  are  several  im- 
portant clarifications  to  be  made: 

First — The  in  a  staff  memo  to  prepare  your  subcommittee  for  this  hearing  it  cor- 
rectly stated  that  current  regulation  of  the  PMA  rates  are  far  different  than  the  pri- 
vate companies  that  produce  and  sell  power.  To  quote  FERC  Chair  Moler  in  her  tes- 
timony before  the  Resources  Committee  "we  do  not  evaluate  PMA  rates  under  the 
traditional  just,  reasonable,  and  non-discriminatory  standard  applied  to  public  util- 
ity rates."  This  signifies  a  very  unfair  advantage  when  compared  to  non-govern- 
mental power  producers. 

Second — current  consumers  are  the  preference  customers,  generally  rural  co-ops 
and  municipal  utilities.  They  are  not  residential  consumers  (households).  The  house- 
holds buy  retail  from  the  preference  customers  of  the  PMA's.  In  addition,  some  pref- 
erence customers  are  large,  industrial  plants  (like  aluminum  plants  in  the  North- 
western United  States).  Residential  consumers,  in  most  cases,  pay  more  in  retail 
rates  than  the  preference  customers  pay  the  PMA. 

Third — The  PMA  rates  are  below  the  average  market  rate.  In  some  cases,  as 
much  as  170  percent.  This  government  created  'at  cost"  rate  is  the  reason  rate  in- 
creases may  occur.  Americans  who  live  in  Boston,  New  York,  Newark,  Miami,  Indi- 
anapolis, Chicago,  or  Detroit  will  not  have  any  rate  impact  because  they  are  not 
served  by  any  Power  Marketing  Administration. 

Finally — the  rate  cap  in  my  bill  states  "not . . .  greater  than  10  percent  annually." 
This  does  not  mandate  10  percent.  It  mandates  a  maximum  increase  that,  through 
contractual  obligation,  could  be  made  less  than  10  percent.  The  Secretary  of  Energy 
implementing  these  sales  could  make  it  2  percent  or  7  percent. 

"The  next  serious  issue  in  the  sales  proposed  in  my  bill  is  regulation  of  hydro- 
electric facilities.  Section  6  of  my  bill  mandates  that  FERC  issue  an  original  license 
under  part  1  of  the  Federal  Power  Act.  By  having  FERC  issue  a  temporary  license 
at  the  time  of  the  sale,  this  section  keeps  the  Federal  assets  worth  purchase.  This 
temporary  license  requires  standard  hydro  regulations  be  upheld.  In  doing  so,  would 
not  allow  any  major  changes  to  the  operations  of  the  asset.  The  time  for  this  interim 
license  would  be  10  years.  This  time  frame  is  consistent  with  the  time  FERC  would 
need  to  issue  new,  specific  facility  licenses — as  was  testified  to  by  FERC's  Chair 
Elizabeth  Moler  at  the  Resources  Committee. 

H.R.  1801  has  no  specific  language  to  deal  with  regulation  of  electricity  trans- 
mission. Because  my  legislation  will  allow  all  nongovernment  power  producers  ac- 
cess to  the  sale,  it  can  be  assumed  that  FERC  would  apply  the  proper  existing  regu- 
lation to  the  entity  that  purchases  the  transmission  asset.  These  regulations  would, 
of  course,  be  consistent  with  recent  rules  of  FERC  that  would  completely  open  up 
the  nation's  transmission  lines.  Important  to  note,  however,  is  that  under  existing 
law  the  PMA's  have  a  separate  set  of  rule  that  are  far  less  regulatory.  Again,  an 
unfair  advantage  in  this  day  of  competition. 

I  would  like  to  make  a  final  point  about  my  legislation.  While  this  is  not  intended 
to  be  a  debate  on  selling  the  PMA's,  many  (including  some  on  this  committee)  ask 
"why  should  this  be  done?"  I  have  alluded  to  some  of  the  reasons  and  will  end  with 


the  best  example  against  government  involvement  in  this  industry.  The  Flood  Con- 
trol Act  of  1944  set  the  guidelines  by  which  the  PMA's  were  to  operate.  It  mandated 
that  they  operate  "consistent  with  sound  business  principles . . ."  The  Salt  River 
Project  is  a  preference  customer  of  PMA  power  located  in  Arizona.  The  Salt  River 
Project  is  a  not  for  profit  entity.  It  is  exempt  from  federal  revenue  taxes  on  the 
power  it  sells.  Is  it  simply  selling  the  power  it  receives  to  its  consumers?  No.  As 
its  Third  Quarter  report  of  revenues  indicates,  it  also  sells  excess  power  to  another 
not  for  profit  at  a  67  percent  markup!  Plain  English:  The  American  taxpayer  is  un- 
wittingly adding  to  and  subsidizing  the  coffers  of  a  "non-profit",  non-taxpaying  en- 
tity. I  can  only  think  of  one  reason  for  this  madness;  Federal  bureaucrats  are  not 
interested  in  sound  business  practices.  On  behalf  of  the  American  taxpayer,  this 
must  be  stopped. 

I  hope  this  statement  clarifies  the  regulatory  aspects  of  my  legislation — H.R. 
1801.  Further,  I  hope  it  provides  some  insight  to  my  belief  that  the  PMA's  must 
be  eliminated.  Again,  I  thank  the  subcommittee  for  the  vision  they  have  shown  in 
trying  to  look  ahead  to  a  day  when  the  Federal  government  no  longer  competes  with 
an  already  competitive  private  sector.  When  some  Americans,  simply  by  virtue  of 
where  they  live,  are  given  special  privilege  not  afforded  the  rest — it  is  unfair.  This 
unfairness  must  be  remedied — H.R.  1801  takes  the  first  important  step  and  I  urge 
your  support.  Thank  you. 

Mr.  SCHAEFER.  The  Chair  and  the  committee  thank  the  gen- 
tleman for  his  remarks.  I  just  have  a  couple  of  brief  questions  and 
I  will  turn  to  other  members. 

Mr.  Foley,  does  your  legislation  provide  for  the  licensing  of  any 
dams  or  associated  power  generation  facilities  which  would  be  sold? 

Mr.  Foley.  Yes,  it  does.  Due  to  section  6,  it  would  provide  that. 

Mr.  ScHAEFER.  And  does  your  legislation  address  the  issue  of 
transmission  access  under  the  Federal  Power  Act? 

Mr.  Foley.  Yes,  it  does,  sir. 

Mr.  SCHAEFER.  What  is  the  current  time  line  for  privatizing 
PMA's,  once  legislation  is  passed,  and  how  long  will  it  be  before  the 
sales  actually  occur  in  your  legislation? 

Mr.  Foley.  We  have  a  schedule  basically  that  would  show  com- 
pletion of  all  sales  before  September  30  in  the  year  2000. 

Mr.  SCHAEFER.  And  does  your  bill  provide  for  rate  protection  for 
existing  PMA  customers?  As  you  indicated,  this  is  a  big  concern  out 
there,  that  there's  going  to  be  increased  rates. 

Mr.  Foley.  Absolutely.  In  fact,  we  were  adamant  about  having 
some  rate  cap  because  we  did  not  want  the  consumers  to  be  un- 
fairly burdened  or  have  rate  shock  instantly. 

We  put  the  cap  at  10  percent.  Obviously,  any  number  you  adjust 
or  set  as  a  rate  cap  will  affect  the  sale  and  the  revenues  derived 
from  the  sale  because  it  will  be  based  on  a  pricing,  but  that  is  a 
very  important  component  of  the  bill  that  should  give  every  Mem- 
ber of  Congress  comfort  to  tell  the  constituents  that  there  is  protec- 
tion from  a  massive  rate  increase. 

Mr.  SCHAEFER.  I  thank  the  gentleman  and  would  turn  to  my 
good  friend  from  New  Jersey,  Mr.  Pallone. 

Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

I  don't  know  a  great  deal  about  the  PMA's  but  it  seems  to  me 
there  has  to  have  been  some  original  reason  why  these  were  set  up 
the  way  they  were,  with  the  Federal  Government  ownership.  You 
know,  I  don't  assume  that  whenever  they  were  set  up,  whoever  was 
doing  it  was  just  doing  it  for  some  foolish  reason. 

Tell  me  why  things  have  changed.  And  also,  are  we  just  talking 
about  electricity  or  is  there  some  reason  why  the  Federal  Govern- 
ment should  own  them,  you  know,  for  irrigation  or  flood  control  or 
other  purposes? 


In  other  words,  is  there  a  reason  why,  over  the  last  30,  40,  50, 
how  many  years,  that  we  no  longer  need  to  own  them? 

Mr.  Foley.  Well  obviously,  in  the  frontier  pioneer  spirit,  elec- 
tricity wasn't  brought  to  a  lot  of  consumers  in  rural  areas.  But  the 
dynamics  have  changed.  Electrification  occurs  throughout  our  Na- 
tion now. 

Our  Nation  had  to  embark  on  the  initial  electrification  of  areas 
that  a  private  or  investor-owned  utility  was  simply  not  interested 
in  providing,  but  that  has  significantly  changed.  We  are  seeing  a 
day  of  competition,  where  we're  opening  up  transmission  lines. 
We're  doing  what's  called  wheeling  of  power,  allowing  consumers  to 
have  access  to  the  best  possible  pricing. 

So  the  need  for  the  PMA's  really  no  longer  exists,  as  we've  devel- 
oped as  a  Nation. 

The  flood  control  and  irrigation  will  not  change.  In  fact,  the  Fed- 
eral Government  must  maintain  that  provision  to  maintain  owner- 
ship and  control  of  that.  So  the  PMA  legislation  would  not  allow 
anything  to  occur  to  our  dams,  our  ability  to  irrigate  crops  or  lands, 
or  provide  flood  protection.  So  that  would  remain  within  the  De- 
partment of  Interior  and  remain  the  purview  of  the  Federal  Gov- 
ernment. So  PMA  legislation  does  nothing  to  that  ability. 

Mr.  Pallone.  Okay.  But  what  you're  assuming,  then,  you're  say- 
ing essentially  that  there's  sufficient  competition  out  there  now  so 
that  this  underlying  reason,  which  was  lack  of  competition,  is  no 
longer  there. 

Do  we  have — I  guess  hopefully  we're  going  to  get  testimony  today 
to  that  effect,  but  do  you  want  to  comment  on  that  a  little  bit?  Are 
you  just  totally  convinced  that  we  have  sufficient  competition  in 
every  part  of  the  areas  where  these  are  serving? 

Mr.  Foley.  I  feel  very  comfortable  in  the  fact  that  they  will  still 
be  served  by  whoever  is  the  resultant  purchaser  of  the  power.  By 
putting  it  out — and  again,  what  we  talk  about  in  our  bill  is  allow- 
ing an  independent  agency  to  come  in  and  review  the  asset,  to 
make  a  determination  of  values. 

We're  going  to  have  to  look  at  the  structure  of  the  regulatory  as- 
pects, because  each  PMA  is  different.  A  PMA  in  the  Northwest  may 
have  some  restrictions  on  environmental  issues  and  what  have  you. 
So  everything  has  to  be  looked  at  at  face  value. 

The  customers,  the  rural  electric  co-ops  and  the  municipals  and 
others,  may,  in  fact,  be  interested  in  purchasing  these.  They're  not 
prohibited  from  participating  in  the  acquisition  of  the  asset  and 
continue  to  do  business  as  they  have  been  doing  business. 

What  we're  saying  is  that  in  today's  day  and  age,  there  should 
be  a  value  for  the  asset,  the  taxpayer  should  no  longer  subsidize 
the  rates  to  consumers,  that  we  do,  in  fact,  derive  an  income  from 
the  sale  because  once  it's  sold,  if  it's  an  investor-owned  or  some 
other  form  of  utility,  the  highest  and  best  bid,  they  would,  in  fact, 
pay  taxes  on  the  generated  power.  So  the  government  would  have 
an  additional  stream  of  income,  not  only  from  the  sale,  but  also 
from  the  generation  of  power. 

Mr.  Pallone.  Now,  I  know  you  feel  that  you've  addressed  the 
issue  of  ratepayers — I'm  sure  we're  going  to  hear  more  about  that — 
by  saying  that  this  maximum  of  10  percent  cap  in  the  bill  states 


that  the  Secretary,  in  implementing  the  sales,  could  make  it  2  per- 
cent or  7  percent  or  less  than  10  percent. 

But  then  you  talk  about  these  preference  customers,  large  indus- 
trial plants.  I'm  looking  at  your  written  testimony  here.  I  guess  one 
concern  I  have,  and  I  don't  know — I'm  assuming  here  that  probably 
New  Jersey  is  in  no  way  impacted  by  any  of  this,  but  I  think  of 
the  fact  that  in  New  Jersey,  we've  had  situations  where  plants 
have  had  to  shut  down  because  of  the  price  of  electric  power. 

So  I  don't  want  to  downplay  the  fact  that  not  only  household  con- 
sumers may  be  impacted  but  also  industrial  consumers.  I  mean,  if 
that  means  that  plants  close  and  we  lose  jobs,  that's  a  problem,  as 
well. 

Did  you  want  to  comment  on  that?  I  mean,  forget  the  Northeast 
situation  because  I  don't  think  it  applies,  but  just  in  general,  you 
say,  "In  addition,  some  preference  customers  are  large  industrial 
plants." 

Well,  I  don't  want  to  see  them  close. 

Mr.  Foley.  Right.  And  jobs  and  the  economy  are  certainly  impor- 
tant to  this  Member  of  Congress. 

Mr.  DeFazio,  in  arguing  against  the  PMA's  in  another  hearing, 
suggested  that  the  PMA's  were,  in  fact,  losing  customers  because 
the  rates  that  they  were  charging  some  of  their  industrial  users 
were  in  excess  of  what  was  available  from  the  investor-owned  utili- 
ties. 

So  it  cuts  both  ways.  In  the  Northwest,  they've  had  the  nuclear 
plant  problems  and  the  bond  financing  and  other  things  that  have 
caused  their  costs  to  be  exacerbated. 

So  in  some  cases  you  may  see,  with  the  opening  of  competition 
and  what  they  call  wheeling,  an  opportunity  for  a  customer  to  se- 
lect a  power  company  of  choice  who  delivers  the  best  rate,  to  blunt 
any  concern  of  the  impact  on  companies. 

So  you  have  to  look  at  it  both  ways.  With  opening  up  the  lines, 
they  may,  in  fact,  get  better  rates  than  are  currently  available,  and 
competition  provides  that. 

Mr.  Pallone.  Okay.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  SCHAEFER.  Just  one  quick  question.  Your  legislation  does  not 
include  Bonneville? 

Mr.  Foley.  Yes,  it  does. 

Mr.  SCHAEFER.  It  does  include  Bonneville. 

At  this  time  I  recognize  the  fact  that  we  do  have  Mr.  Klug  from 
Wisconsin  here  who's  a  member  of  the  full  committee,  but  who  is 
not  a  member  of  the  subcommittee.  He's  more  than  welcome  to  sit 
in  on  this.  This  issue  has  been  very  important  to  him  for  some 
time,  not  only  the  issue  we  are  discussing  here,  but  privatization 
itself.  In  keeping  with  the  committee's  policy,  he  will  be  recognized 
after  the  members  of  the  sitting  subcommittee  have  been  recog- 
nized. 

So  I  will  turn  now  to  the  gentleman  from  North  Carolina,  Mr. 
Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Thank  you.  Congressman.  Let  me  go  back  to  something,  Mark, 
that  you  just  said:  taxpayers  should  not  subsidize  the  rates  any 
longer. 
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When  we  sell  PMA's,  is  it  true  that  when  we  put  restrictions  in 
that  legislation,  and  in  your  particular  case  I  think  you  call  for  no 
more  than  a  10  percent  annual  increase  in  the  rate  shock;  when 
we  put  that  restriction  in,  do  we  not  devalue  the  sale  price  of  the 
PMA's? 

Mr.  Foley.  No  question.  Any  time  you  put  a  rate  regulatory 
mechanism  on  a  sale,  much  as  in  real  estate,  if  you  cap  its  income 
stream,  you  are  going  to  set  a  market  price  that  may  be  less  than 
the  asset  is  worth.  I  think  you  have  to  bring  a  balance  in  the  bill 
in  order  to  achieve  a  sale,  and,  at  the  same  time,  give  some  con- 
sumers some  price  relief. 

Mr.  Burr.  But  the  statement  that  we're  no  longer  going  to  sub- 
sidize, I  mean,  the  fact  is  that  if  we  put  that  in,  we  will  subsidize 
up  front  because  we  won't  receive  as  much  revenue  for  the  sale  as 
we  would  if  we  didn't  have  a  rate  restriction  out  there. 

So  in  fact,  that's  a  wash.  That  pretty  much 

Mr.  Foley.  Not  a  complete  wash,  no.  You're  going  to  derive  a 
value  far  in  excess,  even  with  the  cap  on  it,  of  what  we  currently 
hold.  We  have  merely  a  sale  of  electricity  to  PMA's  that  are  then 
selling  it  downstream  to  their  customers.  We're  not  getting  full  re- 
flection of  value,  nor  income  for  the  Federal  Government. 

Mr.  Burr.  I  know  you  said  in  your  statement,  your  second  point, 
that  they  are  not  residential  consumers,  that  these  are  preference 
customers — households  buy  from  preference  customers. 

I  come  from  an  area  that  is  70  percent  rural,  where  many  people 
receive  their  power  via  PMA's  and  from  electric  co-ops  and  it  would 
be  a  significant  shock.  And  that's  why  I'm  concerned.  I  know  that 
we're  past  the  sale  point  and  we're  talking  about  post-sale. 

How  does  your  bill  treat  the  debt  that's  out  there?  There's  a  debt 
that  each  PMA  has.  Do  you  look  to  the  people  who  purchase  these 
facilities  to  assume  that  debt,  or  is  that  something  that  we,  as  a 
government,  will  write  off? 

Mr.  Foley.  No,  it  would  have  to  be  figured  into  the  sale.  You'd 
have  to  take  a  full  financial  equation,  look  at  the  cost  of  the  facility 
currently  to  operate.  You'd  have  to  look  at  any  debt  that  may  be 
attached  to  the  facility,  looking  at  resolving  and  amortizing  the 
debt  and  bringing  about  that  total  purchase  price. 

Mr.  Burr.  From  your  calculations  how  costly  were  PMA's  to  the 
Federal  Government? 

Mr.  Foley.  How  costly  were  they  to  currently  operate?  I  couldn't 
give  you  a  breakdown  on  that. 

Mr.  Burr.  Don't  feel  bad.  It  took  DOE  a  while  to  come  up  with 
several  sets  of  numbers. 

How  would  your  bill  treat  the  government's  ability  to  purchase 
low  power,  low-cost  power? 

Mr.  Foley.  You  mean  as  a  recipient  of  the  power,  once  they're 
sold?  They'd  be  a  standard  customer,  like  anyone  else. 

Mr.  Burr.  So  they  would  go  under  a  different  set  than  where 
they  are  today. 

Mr.  Foley.  Correct. 

Mr.  Burr.  Would  there  be  a  rate  cap  on  them? 

Mr.  Foley.  There  would  be  the  same  terms  and  conditions. 
They'd  be  a  customer  like  everyone  else. 

Mr.  Burr.  Thank  you.  I  yield  back,  Mr.  Chairman. 


Mr.  SCHAEFER.  The  Chair  would  recognize  the  gentlelady  from 
Arkansas,  Mrs.  Lambert  Lincoln. 

Mrs.  Lincoln.  Thank  you,  Mr.  Chairman.  I'd  like  unanimous 
consent  to  enter  my  opening  statement  in  the  record. 

Mr.  SCHAEFER.  Without  objection.  We  have  not  done  opening 
statements  as  of  yet  because  Mr.  Foley  has  another  mark-up  going. 

Mrs.  Lincoln.  Not  a  problem.  I'll  do  it  anyway,  just  submit  it  for 
the  record. 

[The  opening  statement  of  Hon.  Blanche  Lambert  Lincoln  fol- 
lows:] 

Opening  Statement  of  Hon.  Blanche  Lambert  Lincoln,  a  Representative  in 
Congress  from  the  State  of  Arkansas 

Mr.  Chairman  I  appreciate  your  holding  this  hearing  today  on  this  very  important 
issue.  While  proposals  to  privatize  the  PMA's  are  not  new,  I  do  believe  that  this 
effort  is  serious  and  could  have  far  reaching  effects  on  electric  consumers.  I  want 
to  note  that  while  I  do  not  necessarily  support  the  context  of  this  hearing,  which 
is  to  assume  that  PMA  sale  has  occurred,  I  welcome  any  opportunity  to  discuss  this 
ill-advised  scheme  in  a  public  forum.  It  is  only  upon  closer  inspection  of  the  PMA 
privatization  plans  that  the  American  public  can  begin  to  learn  that  the  short-term 
savings  of  a  sale  are  not  worth  the  long-term  risks.  However,  the  Administration 
has  endorsed  privatization,  the  House  Budget  Resolution  included  a  PMA  proposal, 
and  several  bills  have  been  introduced  that  address  this  topic.  In  addition,  the  Re- 
sources Committee  is  actively  considering  implementing  legislation  for  privatization. 
In  light  of  the  budget  crisis  and  the  frantic  scramble  to  find  money  anywhere,  I  am 
concerned  that  this  horrible  idea  could  actually  become  law  and  I  applaud  you  Mr. 
Chairman  for  holding  this  forward-looking  hearing  on  the  regulatory  effects  that 
this  proposal  could  have. 

I  want  to  reiterate  my  concerns  that  this  idea  is  fundamentally  flawed.  The  Power 
Marketing  Administrations  are  currently  returning  revenue  to  the  Federal  Treasury 
in  accordance  with  their  payment  schedule.  While  there  may  be  a  short  term  in- 
crease in  revenue  as  the  result  of  a  sale,  long  term  savings  are  dubious,  if  not  non- 
existent. This  is  precisely  the  type  of  short-sighted  thinking  that  handed  us  the  $5 
trillion  debt  that  we  are  now  struggling  to  eliminate.  Proponents  of  privatization  op- 
timistically assume  a  savings  of  between  $3  and  $7  billion  from  the  sale.  Lets  take 
them  at  their  word  and  look  at  what  we  get  for  a  maximum  of  seven  billion  dollars: 
a  long-term  loss  of  revenue  to  the  Federal  Treasury  due  to  the  absence  of  repayment 
by  the  PMA's;  a  regulatory  quagmire  over  licensing,  transmission  access,  and  re- 
sponsibilities for  the  navigation,  flood  control,  and  conservation  considerations  that 
are  inherent  in  these  facilities;  and  a  potential  rate  increase  to  consumers  some- 
where in  the  range  of  50%  over  five  years.  Wow,  what  a  deal! 

Mrs.  Lincoln.  I  don't  know  if  I'm  making  a  correct  assumption 
or  if  you're  indicating  in  your  bill  that  you  are  assuming  that  all 
of  the  dams  that  are  affected  will  be  licensable  by  FERC.  Do  we 
know,  or  could  it  be  possible  that  they  would  basically  flunk  the 
Federal  Powers  Act  test? 

Mr.  Foley.  That  I  can't  answer. 

Mrs.  Lincoln.  But  what  are  you  assuming? 

Mr.  Foley.  Under  the  bill,  you  have  a  10-year  opportunity  to 
analyze  those  to  see  if  they  comply  from  the  initial  licensing  period. 

Mrs.  Lincoln.  What  do  we  do  in  the  meantime?  I  mean,  you're 
giving  them  10  years  to  be  licensable  under  FERC.  We  don't  have 
a  precedent  for  that,  I  don't  believe. 

So  the  question  becomes  what  happens  in  that  interim  time?  And 
I  guess  basically  who's  going  to  be  responsible  for  those  dams?  I 
mean,  in  many  of  our  districts,  they're  very  vital  in  terms  of  flood 
control  and  water  resources,  whether  it's  tourism  industry  or  farm- 
ing industry. 
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Mr.  Foley.  That  stays  with  the  government — the  irrigation,  the 
dams  and  what  have  you  stay.  It's  the  generation  capabilities  with- 
in the  dam  of  electric  power  that  we're  talking  about  selling. 

Mrs.  Lincoln.  So  that's  what  you're  saying.  You're  only  saying 
you're  going  to  sell  off  the  generating  capacity,  not  the  actual  cap- 
ital investment? 

Mr.  Foley.  You're  not  selling  the  dam  structure  itself.  You're 
selling  the  ability  to  generate  electricity  within  the  structure. 

Mrs.  Lincoln.  So  then  you've  got  the  Federal  Government  from 
another  entity  regulating  the  dam,  and  then  you've  got  one  of  the 
lOU's  basically  purchasing  generating  capacity.  They  can  already 
do  that,  can't  they? 

Mr.  Foley.  That's  happening  currently. 

Mrs.  Lincoln.  They  can  do  that  now,  correct? 

Mr.  Foley.  Correct. 

Mrs.  Lincoln.  So  basically,  all  of  these  PMA's  are  on  schedule 
in  terms  of  their  repayment,  correct?  They're  on  schedule. 

Mr.  Foley.  On  schedule  for  repayment. 

Mrs.  Lincoln.  There's  still  a  debt,  without  a  doubt,  but  they're 
still  on  schedule  with  their  pajrments. 

Mr.  Foley.  Correct. 

Mrs.  Lincoln.  And  basically,  what  your  question  was  initially 
was  government  no  longer  needs  to  own  these.  If  the  payments  are 
on  schedule  and  if  what  you're  going  to  do  is  create  more  of  a  quag- 
mire in  terms  of  regulation,  I  mean,  what  happens  in  these  10 
years?  What  happens  in  10  years?  Are  we  going  to  have  10  years 
of  unlicensed  dams  operating? 

Mr.  Foley.  I  don't  think  you  create  a  quagmire.  Again,  I'm  look- 
ing at  the  asset  and  the  value  of  the  power  produced  and  the  value 
of  that  power  production  to  the  American  consumer  and  taxpayer. 

Mrs.  Lincoln.  But  they've  already  got  that  capability  now,  in 
terms  of  selling  that  power  to  the  lOU's. 

Mr.  Foley.  They  may  have  the  power,  but  they're  not  necessarily 
exacting  the  income  that  they  should.  They're  selling  to  preference 
customers — again,  the  municipals  and  the  co-ops — who  oftentimes, 
sometimes  may  sell  at  a  retail  rate  to  their  consumers. 

Consumers  in  your  locality  may  be  paying,  in  fact,  retail  rates. 

Mrs.  Lincoln.  In  most  of  the  instances  in  my  district,  and  I  have 
a  tremendous  amount  of  municipal  utilities,  it's  the  one  reason  in 
rural  areas  that  we've  been  able  to  get  industry  in  there,  is  because 
through  those  municipally  owned  utilities,  we're  able  to  offer  a  rea- 
sonable rate  to  industry  to  get  them  in  there. 

But  back  to  my  original  question,  which  is  what  happens  in  those 
10  years?  I  mean,  do  we  have  unlicensed  dams  operating?  If,  in 
fact,  what  you're  only  selling  is  the  generating  capacity  and  not  the 
actual  physical  facility,  then  again,  we're  lost  in  terms  of  who's 
going  to  be  licensing,  whether  there's  a  precedence  for  licensing, 
whether  we're  going  to  have  10  years  of  unlicensed  dams  and  who's 
really  going  to  be  in  charge  there. 

Mr.  Foley.  Again,  from  my  perception,  we  maintain  possession 
of  the  dams,  the  Federal  Government,  so  that  doesn't  come  into 
play.  It  is  really  the  electrical  generating  capabilities  within  the 
dam  that  we're  talking  about. 
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Mrs.  Lincoln.  So  you  don't  assume,  but  you  don't  have  an  an- 
swer as  to  who's  going  to  Hcense  those  dams. 

Mr.  Foley.  Correct. 

Mrs.  Lincoln.  That's  a  big  question.  We've  got  10  years  of  unli- 
censed dams. 

Mr.  Foley.  They're  not  licensed  now.  The  dams  are  not  licensed 
now,  and  they're  not  going  to  be  transferred  in  the  purchase  price, 
so  you  don't  create  a  new  situation.  You  have  an  on-going  situa- 
tion  

Mrs.  Lincoln.  So  you're  really  not  selling  the  facility.  You're  just 
selling  the  generating  capacity. 

Mr.  Foley.  Right,  correct.  You  may,  in  fact,  expand  the  oppor- 
tunity for  consumers  to  derive  hydroelectric  power  that's  more  en- 
vironmentally friendly  for  regions  to  utilize.  And  believe  me,  I  rep- 
resent rural  co-ops.  I  have  municipal  electric  facilities  in  my  dis- 
trict, so  I'm  not  looking  to  target  members'  districts  to  eliminate 
something. 

In  my  case,  in  Lake  Worth,  Florida,  we  have  a  very  old  power 
plant  that's  generating  and  utilizing  fossil  fuel  oil  to  generate  most 
of  its  power.  Now,  they've  done  a  grid  system  with  FPL  and,  in 
fact,  are  purchasing  a  lot  of  their  nuclear  capability,  which  is 
cheaper.  But  at  times,  they  have  to  go  back  to  their  old  generating 
facility  in  order  to  generate  power  during  summer  months. 

By  expanding  this  pool  of  resources  for  consumers,  you  may,  in 
fact,  create  additional  opportunities  to  use  these  fme  facilities,  gen- 
erating more  efficient  power  for  consumers  throughout  the  Nation. 

So  there  could  be  multiple  benefits,  not  just  for  localities,  but  for 
distribution  of  power  as  the  wheeling  process  takes  place. 

Mrs.  Lincoln.  I  yield  back. 

Mr.  Schaefer.  The  gentlelady's  time  has  expired.  I  would  recog- 
nize the  gentleman  from  Massachusetts,  Mr.  Markey. 

Mr.  Markey.  Thank  you,  Mr.  Chairman. 

Is  there  a  reason  why  you  left  out  the  electricity-generating  ca- 
pacity of  the  TVA?  Why  can't  we  include  that,  as  well? 

Mr.  Foley.  Well,  the  problem  in  the  TVA's  is  that  they  are 
multidimensional,  so  we  didn't  consider  them  in  the  bill.  They  do 
a  number  of  other  things. 

Mr.  Markey.  We're  going  to  separate  out  the  electricity  dimen- 
sion from  all  the  other  functions  that  any  of  these  various  adminis- 
trations have — the  flood  control,  the  irrigation,  all  that.  Why  can't 
you  tease  it  out  in  the  TVA,  as  well? 

Mr.  Foley.  Be  happy  to  look  at  that.  I  have  no  problem. 

Mr.  Markey.  Would  you  be  sympathetic? 

Mr.  Foley.  I'm  sjrmpathetic  to  an3rthing  to  get  the  government 
out  of  the  power-generating  business. 

Mr.  Markey.  I  appreciate  that.  What  I'm  saying  is  intellectually, 
is  there  a  difference,  though,  between  teasing  this  out  of  the  re- 
sponsibilities of  TVA,  any  more  than  teasing  out  the  electrical  gen- 
erating function  of  the  BPA  or  the  other 

Mr.  Foley.  Probably  not. 

Mr.  Markey.  So  you  made  a  decision  not  to  include- 


Mr.  Foley.  No,  I've  only  structured  it  on  the  scenario  that  has 
been  proposed  by  President  Clinton  in  order  to  get  us  out  of  the 
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PMA's.  They  didn't  target  TVA's,  nor  did  I,  but  I'd  be  willing  to. 
If  you  want  to  mark  up  the  bill  with  me,  we  would  be  happy  to. 

Mr.  Markey.  I'm  saying  if  we're  going  to  do  it,  I  would  like  the 
TVA  to  be  in,  as  well,  for  their  electricity  functions.  I  don't  know 
why  we  would  exempt  them.  It  seems  to  me  if  we're  going  to  do 
it,  we  might  as  well  do  it  once  and  for  all. 

Mr.  Foley.  I  would  love  to  walk  down  the  path  together. 

Mr.  Markey.  Okay.  Hand  in  hand  into  buckshot  heading  straight 
at  us. 

Mr.  Foley.  I'm  always  looking  for  cover. 

Mr.  Markey.  It's  like  "Deliverance"  here. 

Mr.  Foley.  Amen. 

Mr.  Markey.  And  let  me  ask  another  question,  just  so  I  can  un- 
derstand it.  In  terms  of  the  actual  sale  of — see,  I  don't  want  any 
subsidies  anymore.  You  just  have  to  look  at  the  map  and  you  can 
see  that  the  Northeast  and  Midwest — and,  by  the  way,  I'll  just  add 
Florida — are  the  only  parts  of  the  country  that  aren't  really  covered 
by  any  of  these  power  administrations.  And  it's  clear  that  we've 
been  subsidizing,  with  our  tax  dollars,  the  rebuilding  of  the  rest  of 
America,  or  the  electrification  of  rural  America  since  like  1935, 
which  is  okay. 

We  didn't  mind  subsidizing  it,  but  not  when  they're  advertising 
lower  electricity  rates  in  the  Tennessee  Valley  area  or  out  in  Ari- 
zona to  steal  away  our  industries.  You  know,  we  let  them  steal 
away  the  textile  industry  with  these  lower  electricity  rates,  but  the 
high  tech  industry  is  something  else  again.  We've  got  to  end  it  at 
some  point.  That's  one  of  their  selling  points,  you  know,  that  they 
have  federally  subsidized  electricity,  to  swipe  the  stuff  away  from 
us. 

So  the  even  application  of  private  sector  principles,  it  seems  to 
me,  would  benefit  all  parts  of  the  country  that  are  now  subsidizing 
other  areas'  electricity  rates. 

My  question  would  be  that  I  don't  want  to  wind  up  with  the  Fed- 
eral Government  getting  stuck  with  the  dam.  I  mean,  I  don't  want 
us  to  get  stuck  with  all  the  overhead  and  that  we're  going  to  sub- 
sidize these  private — I  don't  want  to  subsidize  electric  utilities  all 
across  the  country  by  having  us  stuck  with  the  60-year-old  property 
and  them  getting  the  benefit  of  the  cheap  electricity  that  they  can 
market. 

I  want  them  to  shoulder  the  responsibilities  of  the  permanent 
maintenance,  operations,  debt  payment,  as  well  as  the  benefits  that 
come  from  generating  cheap  electricity. 

And  so,  as  you're  talking  here  and  saying,  "No,  we're  not  going 
to  actually  sell  the  facilities,"  see,  there's  a  part  of  me  that  says, 
"I  want  to  sell  the  facilities,  too.  I  want  to  just  get  it  off  our  hands." 
Then  I  don't  have  to  track  the  cross-subsidies,  the  Federal  Govern- 
ment's responsibilities,  and  continuing  to  have  taxpayers  shoulder- 
ing the  burdens  for  things  that  are  indispensably  related  to  the  cre- 
ation of  electricity,  even  if  they  have  other  functions. 

We  have  to  have  some  way  of  properly  assessing  all  of  the  other 
burdens  that  are  part  of  generating  this  electricity  onto  the  pur- 
chaser, as  well. 

Mr.  Foley.  There's  no  question.  It's  like,  if  I  can  use  a  retail 
comparison,  owning  a  shop  within  a  mall.  I  mean,  you  are  contrib- 
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uting  toward  the  cost  of  the  entire  mall  through  your  payment  of 
rent,  a  proportionate  share  of  what  you're  using,  what  you're  tak- 
ing advantage  of. 

So  there  is  a  structure  there  that  you  can  determine,  you  know, 
access,  cost  of  the  facility,  repair  of  the  facility  intended  to  produce 
electricity,  and  a  number  of  other  things  to  offset  the  cost  to  the 
government  to  operate  the  dam,  while  still  protecting  a  vital  func- 
tion of  flood  protection  and  irrigation  that  I'm  not  comfortable  re- 
leasing to  the  private  sector. 

Mr.  Markey.  I  guess  if  I  could  just  fmish  up,  my  only  concern 
is  that  the  investor-owned  utilities  are  looking  for  Filene's  Base- 
ment sale  prices  here,  and  I  don't  blame  them.  That's  their  job. 
They're  here  as  protectors  of  their  shareholders  and  they  want  this 
bill  to  be  constructed  in  the  best  way  possible  for  Duke  Power  or 
for  whomever  gets  to  purchase  this  cheap  power  that's  generated 
by  the  Federal  Government. 

All  I'm  saying  to  you  is  that  while  they  want  the  rent  money, 
who's  going  to  be  paying  the  mortgage  on  the  property,  okay,  that's 
generating  all  this  wonderful  rent?  And  I  want  to  make  sure  that 
there  is  an  absolute  dedication  to  ensuring  that  these  investor- 
owned  utilities  don't  walk  off  with  the  blond  and  the  taxpayer  gets 
left  picking  up  the  bills  for  the  mortgage  for  the  next  30  or  40 
years,  right? 

Mr.  Foley.  I  can  see  we're  not  going  down  that  road  hand  in 
hand. 

Mr.  Markey.  They  see  this  as  a  dream  come  true  for  them,  this 
bill,  okay?  So  we  have  to  be  very  careful.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Foley.  I  just  want  to  clarify,  I'm  not  here  to  advocate  pref- 
erential special  sale  for  investor-owned  utilities.  I  think  it's  clear 
that  we  have  to  set  a  market  rate  and  a  value  for  this  property, 
taking  into  every  consideration  and  allowing  the  municipals  and 
everyone  else  access  to  purchase  this  property  and  the  opportunity 
to  generate  electricity. 

So  this  is  not  to  benefit  or  be  a  sweetheart  deal  for  any  power 
company. 

Mr.  Schaefer.  The  gentleman's  time  has  expired.  I'd  recognize 
the  gentleman  from  Georgia,  Mr.  Norwood. 

Mr.  Norwood.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Foley. 

Mr.  Foley.  Good  morning. 

Mr.  Norwood.  Let  me  suggest  perhaps  that  as  you  and  Mr.  Mar- 
key go  hand  in  hand,  that  you  might  skip.  That'll  make  it  a  little 
harder  for  the  buckshot  to  hit  you  both. 

I'll  be  as  quick  as  I  can.  I  have  a  few  question. 

What  is  the  current  time  line  for  privatizing  the  PMA's?  If  this 
legislation  is  passed,  how  long  do  you  think  it'll  take  before  the 
sales  actually  occur? 

Mr.  Foley.  We  would  hope  during  the  next  5  years.  The  last 
scheduled  for  sale  under  the  bill  would  be  the  Bonneville  at  Sep- 
tember 30,  2000.  Southeast  would  be  contemplated — I'm  certain 
that's  one  that's  of  interest  to  you — before  September  30,  1997. 

Mr.  Norwood.  I  was  interested  in  that  map.  I  noticed  Florida 
was  missing.  I  guess  that  makes  this  a  little  easier. 
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Why,  if  you  don't  mind,  would  you  tell  me  why  exactly  you  want 
to  sell  the  PMA's? 

Mr.  Foley.  Well,  I  look  at  it  from  a  fundamental  basis  that  the 
government  is  currently  providing  a  resource  to  certain  consumers, 
certain  customers,  that  are  buying  power  lower  than  most  Ameri- 
cans are  able  to  buy  it  for. 

So  what  I  want  to  do  is  level  the  playing  field.  If  the  assets  are 
available  and  the  potential  for  sale  to  the  taxpayers  is  there,  I 
want  to  look  at  every  possible  opportunity.  PMA's  happen  to  be  on 
that  radar  screen. 

Mr.  Norwood.  Is  it  more  a  philosophy  that  the  government 
doesn't  need  to  generate  power,  or  do  you  just  think  this  is  a  very 
attractive  business  deal  for  the  United  States  Government? 

Mr.  Foley.  I  think  it's  a  very  attractive  business  deal  for  the 
United  States  Government.  When  there  are  so  many  other  competi- 
tors out  there  in  the  marketplace  to  provide  the  power  capabilities 
of  this  Nation,  the  United  States  Government  probably  should  take 
its  power  hat  off  and  allow  someone  else  to  do  it. 

Mr.  Norwood.  I  think  Mr.  Markey  is  probably  right  about  them 
winning  the  blond.  We're  going  to  basically  give  them  away,  and 
I  think  that  it  is  very  questionable  in  my  mind  whether  your  as- 
sumption is  correct  that  this  is  a  good  deal  for  the  United  States 
Government. 

I  know  our  SEPA  has  an  appropriation  of  about  $22.4  million  a 
year,  and  somehow  or  another  we  seem  to  bring  in  almost  $160 
million  a  year.  And  I  guess  if  I  just  look  at  that  PMA  I  think  why 
in  the  world  would  we  take  one  of  the  few  things  that  this  Federal 
Government  ever  does  where  we  make  a  profit  and  try  our  best  to 
give  it  away  so  that  we  can  stay  there  and  use  taxpayers'  money 
to  do  those  other  things  that  the  dams  do,  other  than  generate  elec- 
tricity? 

It  appears  to  me  that  we're  dealing  with  a  very  short-term  deficit 
problem  and  a  long-term  problem  of  increasing  our  deficit  by  sell- 
ing these  programs. 

Now,  I  tend  to  agree;  the  government  doesn't  need  to  be  in  areas 
where  private  enterprise  should  be.  But  we  have  a  serious  cash 
flow  problem  up  here,  and  unless  I  can't  add,  when  we're  spending 
$22  million  and  we're  taking  in  $160  million,  it  seems  to  me  that 
is  a  positive  step  with  our  cash  flow  problem  up  here. 

And  I  would  say  we  ought  to  get  to  the  point  where  we  have  sur- 
pluses, rather  than  deflcits,  before  we  start  selling  off  things  that, 
in  effect,  work  pretty  well  for  us. 

Mr.  Foley.  Well,  Mr.  Norwood,  I  think  one  thing  that  will  come 
out  of  our  analysis  of  value  will  be,  in  fact,  the  capability  of  the 
investor-owneds  who  may  purchase  these  to  pay  income  taxes  on 
the  generation  of  sale.  That  will  reflect  a  number  that  may,  in  fact, 
bring  greater  relief  than  the  current  $160  million  of  operating  in- 
come. 

Mr.  Norwood.  Reclaiming  my  time,  I  understand  that  we're  all 
capable  of  taking  numbers  and  making  them  do  and  say  whatever 
we  wish.  If  there  is  any  area  in  the  world  that  does  that,  it's  the 
Federal  Government. 

What  do  you  mean,  "may"?  We've  got  a  bill  to  sell  these  things, 
and  you're  saying,  "We  may  collect  enough  taxes  to  offset  it"? 
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Mr.  Foley.  It  would  come  out  of  the  financial  equation.  I  mean, 
you  can't  start  any  bill  without  having  some  flexibility  to  determine 
market  values. 

Southeastern  Power  Administration's  average  is  $2.35  per  kilo- 
watt hour.  The  market-rated  average  for  that  same  area,  Georgia, 
Alabama,  North  Carolina  and  South  Carolina,  is  $3.54.  So  clearly, 
there  is  some  preference  going  on  in  the  pricing  of  utilities. 

Mr.  Norwood.  I  don't  think  there's  any  question  about  that.  So 
why  don't  we  simply  allow  the  Federal  Government  to  very  care- 
fully and  slowly  raise  their  price  a  little  bit,  up  toward  market? 
And  that  will  then  help  decrease  our  deficit  even  more. 

Mr.  Foley.  Willing  to  consider.  But  again,  I  think  the  best  ap- 
proach is  to  get  the  Federal  Government  completely  out  of  it  and 
thereby  allowing  the  private  and  free  enterprise  system  to  operate. 

Mr.  Norwood.  Mr.  Chairman,  my  observation  is  that  none  of 
that's  considered,  that  the  whole  idea  here  is  that  we  don't  believe 
that  Federal  Government  ought  to  be  producing  electricity,  and  re- 
gardless of  the  numbers  or  regardless  of  the  stupidity  that  the  peo- 
ple back  home  view  this  in,  that  we  just  need  to  sell  it.  We  need 
to  make  a  statement,  not  make  a  good  business  deal,  and  my  folks 
are  damn  tired  of  us  not  making  good  business  deals. 

Mr.  SCHAEFER.  The  gentleman  from  Georgia's  remarks  are  cer- 
tainly considered  and  the  Chair  might  say  that  we  just  dealt  with 
one  of  these  issues  yesterday  in  the  sale  of  SPR,  where  we're  sell- 
ing $33  oil  for  $15  which,  to  me,  is  not  a  good  business  deal. 

I'd  recognize  the  gentleman  from  Idaho,  Mr.  Crapo. 

Mr.  Crapo.  Thank  you,  Mr.  Chairman. 

Good  morning,  Mr.  Foley.  I  appreciate  your  being  here.  And  let 
me  state  at  the  outset  that  philosophically,  I  tend  to  agree  with  the 
perspective  from  which  you  come,  but  I  do  have  a  few  questions. 

First  of  all,  I  understand  that  Mr.  Klug  has  a  bill  which  may  dif- 
fer in  a  number  of  ways,  but  the  main  difference  I'm  aware  of  is 
that  his  bill,  if  I  understand  it  correctly,  would  provide  for  the  sale 
of  the  facilities  themselves.  Is  that  correct,  or  do  you  know? 

Mr.  Foley.  I  don't  think  it  speaks  to  the  facilities.  It  doesn't.  It's 
silent  on  that. 

Mr.  Crapo.  Then  let  me  just  ask  my  question  this  way.  Why  not 
sell  the  facilities  themselves? 

Mr.  Foley.  From  our  look  at  it,  there  are  a  number  of  other  ca- 
pabilities that  the  dams  contain,  such  as  irrigation  and  flood  con- 
trol, that  are  important  to  the  areas,  and  we  weren't  interested  in 
turning  over  those  responsibilities  to  the  private  sector. 

Mr.  Crapo.  That  leads  into  the  main  area  of  questioning  that  I 
want  to  pursue,  and  I  want  to  focus  on  the  Bonneville  Power  Ad- 
ministration. 

I  know  you're  not  from  that  part  of  the  country,  so  I  don't  know 
how  familiar  you  may  be  with  the  issues  we  face  there,  but  are  you 
familiar  with  the  salmon  recovery  issues  that  we  are  facing  in  the 
Pacific  Northwest? 

Mr.  Foley.  That  was  brought  to  my  attention  by  Miss 
Chenoweth,  and  suggested  that  that's  an  area  that  we  do  have  to 
look  at  in  the  Bonneville  sale  because  there  are  regulatory  issues 
that  would  impact  a  future  utility  or  future  acquirer  of  the  asset. 
So  that  would  have  to  be  taken  into  consideration. 
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Mr.  Crapo.  That's  my  point.  One  of  the  main  issues,  or  I  guess 
I  would  say  battles  or  wars  that  we've  been  going  through  out  in 
that  part  of  the  country  over  the  salmon  recovery  is  whether  the 
dams  that  are  along  the  Columbia  River  and  the  Snake  actually 
are  contributing  to  or  are  part  of  the  cause  of  the  decline  of  the 
salmon  runs.  There  are  many  strong  interests  that  argue  that  that 
is,  in  fact,  the  case. 

As  a  result  of  that,  some  of  the  proposed  solutions  under  the  En- 
dangered Species  Act  are  requiring  certain  actions  at  the  dams  and 
certain  uses  of  the  water,  which  otherwise  could  be  used  for  elec- 
trical generation. 

And  my  question  is  with  regard  to  the  Bonneville  situation  spe- 
cifically, do  you  have  any  specific  information  about  whether  there 
would  be  a  person,  entity  or  group  that  would  be  interested  in  buy- 
ing a  facility  that  is  subject  to  that  kind  of  question  as  to  what  the 
Endangered  Species  Act  may  require  in  terms  of  the  function  of  the 
dams,  or  actually  who  would  not  know  what  would  be  required  in 
terms  of  how  those  dams  must  be  operated  in  light  of  the  endan- 
gered species  recovery  efforts? 

Mr.  Foley.  It  would  all,  as  I  suggested  to  Miss  Chenoweth,  it 
would  all  have  to  come  in  through  the  analysis  process.  There  may 
be  indeterminate  costs,  just  like  buying  any  asset  today.  If  you  go 
out  there,  there  may  be  groundwater  pollution.  There  may  be  a 
number  of  things  that  you're  unable  to  determine  the  full  cost,  and 
you  walk  away  from  the  sale. 

I  don't  think  it  hurts  the  government  to  walk  down  the  road  of 
finding  what  all  of  the  problems  are.  It  may  in  fact  illuminate  prob- 
lems that  we  have  to  confront  ourselves  as  taxpayers,  and  we  may 
decide  it's  on  our  nickel  and  that  this  was  a  good  self-examination 
of  an  asset  to  determine  that  we  have  some  future  responsibilities 
as  taxpayers. 

Mr.  Crapo.  And  does  your  legislation  allow  for  that,  or  would 
your  legislation  require  the  sale,  even  if  someone  just  offered  a 
small  sum  in  hopes  that  maybe  they  wouldn't  get  hit  by  an  endan- 
gered species  problem? 

Mr.  Foley.  No,  we  are  looking  at  doing  an  analysis,  through  an 
independent  agency,  of  the  values  of  these  assets,  that  would  deter- 
mine then  to  proceed  forward.  I  mean,  there's  nothing  in  the  bill 
that  forces  necessarily  the  sale  if  we  determine  your  yield  or  your 
rate  of  return  is  insignificant  and  not  worth  it. 

Mr.  Crapo.  How  is  the  decision  ultimately  to  be  made?  After  the 
evaluation  is  made  and  I  assume  a  few  offers  are  on  the  table,  how 
is  the  decision  made  whether  the  offers  are  in  the  range  that 
should  be  accepted? 

Mr.  Foley.  The  Secretary  of  Energy  would  still  be  involved  in 
the  determination  whether  in  fact  the  sale  of  the  asset  was  in  the 
best  interest  of  the  consumers.  Checks  and  balances. 

Mr.  Crapo.  So,  in  effect,  what  the  bill  does  is  authorizes  but  does 
not  mandate  the  sale  of  the  facilities. 

Mr.  Foley.  Correct. 

Mr.  Crapo.  Thank  you  very  much. 

Mr.  Burr.  Would  the  gentleman  yield? 

Mr.  Crapo.  Yes,  I'll  yield. 
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Mr.  Burr.  Mr.  Foley,  is  it  possible  under  your  legislation  that 
some  could  be  sold  but  some  may  not? 

Mr.  Foley.  Oh,  no  question.  No  question.  They  may  reserve — 
there  may  be,  in  the  Bonneville  area,  where  you  have  the  WPPS 
bonds  and  what  have  you,  you  may  do  an  analysis  that  simply, 
with  the  salmon  recovery,  with  the  nuclear  power  that  they  termi- 
nated, with  the  debts  and  the  bond  issues  that  are  outstanding,  the 
Secretary  of  Energy  may  say,  "This  is  a  complete  non-sale  oppor- 
tunity. We  just  can't  even  more  forward." 

Mr.  Burr.  But  the  opportunity  exists  for  really  a  cherry-picking 
of  the  PMA's  by  the  private  sector. 

Mr.  Foley.  Based  on  what  the  contemplated  values  are.  I  don't 
know  if  I'd  consider  it  a  cherry-picking.  Certainly  we  could  be  stuck 
with  them,  but  we're  stuck  with  them  now,  so  that's  not  going  to 
change  the  basis. 

But  I  don't  consider  it  cherry-picking  necessarily.  If  you  do  find 
that  there  is  good  value,  good  value  for  the  taxpayer  in  the  sale, 
good  future  revenue  stream  for  the  taxpayer  in  the  sale,  and  a 
market  rate  can  be  structured  where  the  investor-owned  utilities  or 
whoever  buys  them — rurals  or  the  municipals — are  buying  at  an 
arms-length  transaction,  both  sides  win. 

Mr.  Burr.  I  yield  back. 

Mr.  Schaefer.  The  Chair  thanks  the  gentleman,  and  if  there  are 
no  further  questions  of  the  gentleman  from  Florida. 

Mr.  Markey.  If  I  may,  just  one  more  question,  Mr.  Chairman. 

Mr.  Schaefer.  I  yield  to  the  gentleman. 

Mr.  Markey.  I  appreciate  your  indulgence. 

Why  can't  we  sell  the  whole  facility  if,  in  the  Northeast  and  Mid- 
west, there's  not  a  federally  owned  dam,  but  yet  we  have  our  dams 
on  our  rivers  and  there's  local  regulation  of  irrigation  and  flood 
control  that  the  facility  is  put  under? 

Why  can't  we  do  the  same  thing,  just  sell  it  to  them?  Have  the 
whole  thing  sold  and  then  just  have  the  same  kind  of  scheme  that 
we  have  in  the  Northeast  and  Midwest  for  the  rest  of  the  country, 
in  terms  of  irrigation  and  flood  control?  Why  do  we  need  the  fed- 
eral government  for  something  that  the  rest  of  the  country  has 
been  able  to  figure  out  how  to  do  on  a  local  level? 

Mr.  Foley.  Well,  I  think  you  can  go  down  that  road  if  you  so 
choose.  There's  nothing  to  prohibit  you  from  pursuing  that.  We've 
looked  at  simply  the  electric  generating  capabilities. 

Mr.  Markey.  But  I  mean  the  rest  of  the  country  has  done  that 
and  it's  a  private  sector  function.  And  then  the  local  governments 
say  to  them,  "You  know,  you've  got  to  make  sure  you  protect  these 
areas  from  flooding,"  or  whatever.  Why  wouldn't  we  want  to  go 
that  whole  route? 

Mr.  Foley.  Well,  I'm  just  trying  to,  in  my  mind  as  I  sit  here,  as- 
sess what  value  that  would  have  to  anybody  in  the  private  sector, 
owning  a  dam,  if  it's  for  flood  control  and  water  protection.  I  mean, 
what  they're  interested  in,  the  people  that  I've  talked  to,  is  the  gen- 
eration of  electricity,  and  that's  the  value. 

Mr.  Markey.  But  there  are  dams  all  over  the  Northeast  and  the 
Midwest  that  make  money,  and  yet  they  have  these  other  respon- 
sibilities because  they've  been  allowed  to  block  off  a  river,  you 
know? 


18 

Mr.  Norwood.  Would  the  gentleman  yield? 

Mr.  Markey.  Yes,  I'd  be  glad  to. 

Mr.  Norwood.  They  just  simply  want  the  part  that  makes 
money. 

Mr.  Markey.  I  think  you  and  I  are  agreeing  on  this. 

Mr.  Norwood.  I  can't  believe  it.  Somethings  wrong. 

Mr.  Markey.  No,  no,  no.  When  two  people  agree  upon  absolutely 
everjrthing,  you  don't  need  one  of  those  people.  So  we  can  like  take 
turns  coming  to  this  hearing  from  now  on.  I  think  we're  going  to 
be  making  the  same  points. 

Mr.  Burr.  Mr.  Chairman,  let  the  record  show  that  we  are  dis- 
appointed on  this  side  of  the  aisle  that  Mr.  Markey  did  not  have 
a  song  prepared  for  this  hearing. 

Mr.  Markey.  I  just  want  whoever  buys  this  to  be  treated  the  way 
the  utilities  or  the  private  generators  of  electricity,  hydroelectricity 
in  the  rest  of  the  country,  are  treated.  And  that  would  be  fine  with 
me.  Then  that's  a  good  deal  for  the  Federal  Government.  Otherwise 
we're  left  behind  with  the  least  attractive  parts  of  owning  a  dam. 
We  don't  get  any  of  the  benefits,  only  the  responsibilities. 

Mr.  Foley.  If  your  office  would  be  so  kind  as  to  maybe  send  over 
some  information  as  to  those  other  sales  that  may  have  occurred 
or  the  creation  of  those  dams,  as  well  as  electric  facilities,  so  we 
can  look  at  it. 

I  have  no  objection  to  looking  at  the  broad  range  of  the  sale  here, 
but  I  wanted  to  keep  the  bill  narrow  to  deal  with  the  power-gener- 
ating capabilities,  and  I'm  willing  to  go  in  any  direction  the  com- 
mittee would  go. 

Mr.  Markey.  The  Northeastern  part  of  the  United  States  made 
the  mistake  of  becoming  a  completely  mature  economy  before 
Franklin  Delano  Roosevelt  came  along,  so  we  didn't  get  subsidized. 
We  didn't  have  subsidized  generation  of  electricity  by  the  Federal 
Government.  But  we  did  figure  out  to  work  out  the  irrigation  and 
the  flood  control  and  whatever,  without  the  help  of  the  Federal 
Government. 

If  that's  your  point,  that  you've  got  Big  Daddy  there  doing  it,  we 
can  give  you  the  model  for  how  to  do  it  to  get  them  totally  out  of 
the  business  of  performing  any  of  these  functions,  which  I  think 
they  should. 

Mr.  Schaefer.  The  gentleman's  time  has  expired  and  I  do  want 
to  recognize  the  fact  that  the  gentleman  from  Florida  does  have 
other  obligations  and  we  appreciate  very  much  your  being  in  on 
this  testimony  today. 

Mr.  Foley.  Thank  you,  Mr.  Chairman,  and  members  of  the  com- 
mittee for  your  indulgence.  I  appreciate  it. 

Mr.  Schaefer.  Before  the  Chair  calls  up  the  second  panel,  I  just 
want  to  remind  the  members  of  the  subcommittee  that  the  jurisdic- 
tion of  this  committee  is  limited  to  regulatory  issues,  not  actually 
the  sale.  If  the  sale  is  made,  then  we  have  to  deal  with  the  regu- 
latory issues. 

And  so  if  the  members,  in  recognizing  that  with  our  next  wit- 
nesses, would  limit  their  questions  in  those  areas,  the  Chair  would 
appreciate  it  very  much. 
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I  now  would  like  to  call  up  Elizabeth  Moler,  the  Chair  of  the  Fed- 
eral Energy  Regulatory  Commission,  and  Mr.  Robert  Nordhaus, 
General  Counsel  to  the  U.S.  Department  of  Energy. 

I  do  have  a  short  opening  statement  and  I'll  recognize  then  the 
gentleman  from  New  Jersey.  And  if  any  other  member  of  the  com- 
mittee has  an  opening  statement,  we  will  also  submit  it  for  the 
record. 

In  the  recent  years,  there  have  been  an  increasing  number  of 
proposals  to  privatize  the  Power  Marketing  Administrations. 

There  are  now  five  PMA's,  which  market  power  from  Federal 
dams  to  preference  customers;  that  is,  electric  cooperatives  and 
municipalities.  As  a  general  rule,  this  power  is  less  expensive  than 
power  available  from  private  utilities. 

This  year  there  have  been  already  at  least  three  legislative  pro- 
posals to  privatize  some  or  all  of  the  PMA's.  Most  interested  par- 
ties agree  that  the  Alaska  Power  Administration  should  be  sold. 
There  is,  however,  considerable  disagreement  about  whether  or  not 
or  how  any  of  the  remaining  four  PMA's  should  be  privatized. 

It  is  not  the  responsibility  of  this  committee  to  decide  whether 
the  PMA's  should  be  privatized.  However,  this  committee  is  respon- 
sible for  deciding  the  regulatory  treatment  of  the  privatized  assets. 

There  are  two  Federal  Power  Act  issues  which  are  raised  by  the 
privatization  proposal.  First  is  the  necessity  for  the  licensing  of  the 
PMA  hydroelectric  facilities  by  the  Federal  Energy  Regulatory 
Commission.  Since  these  facilities  currently  belong  to  the  Federal 
Government,  they  are  not  subject  to  licensing  by  the  FERC,  as  are 
other  privately  owned  facilities. 

Second,  we  are  concerned  that  the  transmission  access  provisions 
of  the  Federal  Power  Act  be  applied  to  the  sale  of  any  transmission 
facilities.  Electricity  markets  are  becoming  increasingly  competi- 
tive, and  the  competition  is  dependent  on  the  ability  of  sellers  of 
power  to  be  able  to  get  to  the  buyers. 

It  is  essential  that  any  privatization  proposal  make  the  pur- 
chasers subject  to  the  transmission  access  provisions  of  the  Federal 
Power  Act.  I  look  forward  to  listening  to  the  witnesses  that  we 
have  today. 

I  yield  to  my  good  friend  from  New  Jersey. 

Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

I  think  that  most  of  the  points  that  I  wanted  to  make  in  my 
opening  statement  were  pretty  much  brought  out  in  the  questions 
and  answers  from  Mr.  Foley,  but  if  I  could  just  reiterate  a  couple 
of  things. 

I  know  that,  as  you  said,  the  jurisdiction  of  this  subcommittee 
doesn't  include  the  question  about  whether  or  not  we  should  be 
selling  these  assets,  but  obviously  I  think  many  of  us  feel  that 
that's  an  important  question  that  needs  to  be  addressed,  if  not 
here,  then  someone  else  in  the  House. 

Like  Mr.  Norwood,  I  think  that  to  some  extent  this  is  being  driv- 
en, on  the  one  hand,  obviously  by  budgetary  considerations  and,  on 
the  other  hand,  by  just  the  general  idealogy  that  the  Federal  Gov- 
ernment shouldn't  own  these  agencies,  but  I  don't  necessarily  agree 
with  that. 

I  also  would  say  that  the  big  question  for  me  is  the  same  type 
of  thing  we  dealt  with  when  we  dealt  with  the  U.S.  Enrichment 
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Corporation,  and  that  is  to  make  sure  that  the  privatization  of 
these  assets  is  done  in  a  way  that,  on  balance,  benefits  the  tax- 
payer in  the  long  run.  I'm  concerned  about  whether  or  not  that's 
ultimately  going  to  be  true. 

And  then  last,  the  whole  question  of  competitiveness;  in  other 
words,  whether  or  not  the  basic  change  has  taken  place  that  Mr. 
Foley  said  over — you  know,  basically  he's  saying  that  over  the  last 
decades  or  whenever,  when  these  were  originally  started  by  the 
Federal  Government,  that  the  atmosphere  has  changed  completely 
and  now  we  have  a  competitive  atmosphere  out  there. 

I'd  like  really  to  hear  more  testimony  as  to  whether  or  not  that, 
in  fact,  is  true  and  whether  there  is  truly  a  level  playing  field  out 
there.  So  hopefully  we'll  hear  some  of  this  from  the  testimony 
today.  Thank  you. 

Mr.  SCHAEFER.  The  Chair  thanks  the  gentleman  and  would  rec- 
ognize the  gentlelady  from  Arkansas.  She  had  an  opening  state- 
ment. Would  you  like  to  submit  it? 

Mrs.  Lincoln.  I'll  just  enter  it  for  the  record. 

Mr.  ScHAEFER.  Without  objection,  the  gentlelad^s  statement  will 
be  entered  as  part  of  the  record. 

The  gentleman  from  Massachusetts,  did  he  have  an  opening 
statement? 

Mr.  Markey.  No,  thank  you,  Mr.  Chairman. 

Mr.  ScHAEFER.  The  gentleman  from  North  Carolina. 

Mr.  Burr.  I'll  just  enter  it  in  the  record,  Mr.  Chairman. 

Mr.  Schaefer.  And  the  Chair  would  ask  that  we  have  unani- 
mous consent  for  the  statements  of  the  full  committee  chairman, 
Mr.  Bliley,  and  also  the  statements  of  Mr.  Moorhead,  Mr.  Klug, 
and  Mr.  Norwood  to  be  entered  into  the  record.  So  done. 

[The  opening  statements  of  Hon.  Thomas  J.  Bliley,  Jr.,  Hon.  Car- 
los J.  Moorhead,  Hon.  Scott  L.  Klug,  Hon.  Richard  Burr  and  Hon. 
Charlie  Norwood  follow:] 

Opening  Statement  of  Hon.  Thomas  J.  Bliley,  Jr.,  Chairman,  Committee  on 

Commerce 

I'd  like  to  commend  the  Chairman  for  holding  this  timely  hearing  on  regulatory 
issues  raised  by  the  potential  privatization  of  the  power  marketing  administrations. 

There  are  at  least  three  legislative  proposals  pending  to  privatize  the  PMA's.  It 
is  apparent  that  these  and  other  privatization  proposals  are  being  considered  seri- 
ously by  the  Resources  Committee.  While  it  is  not  the  role  of  this  Committee  to  de- 
cide whether  or  not  to  privatize  the  PMA  assets,  we  are  concerned  that  any  privat- 
ization legislation  adequately  address  the  issue  of  regulation  of  the  privatized  assets 
by  the  Federal  Energy  Regulatory  Commission. 

Two  specific  regulatory  issues  have  been  identified  for  this  Committee:  the  issue 
of  licensing  any  privatized  hydroelectric  facilities  and  the  application  of  the  trans- 
mission access  provisions  of  the  Federal  Power  Act  to  any  privatized  transmission 
lines.  These  are  very  important  issues  to  Members  of  this  Committee,  especially 
since  we  lope  to  begin  looking  at  the  electricity  industry  as  a  whole  and  the  role 
of  competition  in  electricity  markets  during  this  Congress. 

I  look  forward  to  hearing  from  the  witnesses  regarding  their  views  on  these  issues 
and  any  other  relevant  regulatory  issues  they  have  identified. 


Opening  Statement  of  Hon.  Carlos  J.  Moorhead,  a  Representative  in 
Congress  from  the  State  of  California 

Mr.  Chairman:  I  have  very  serious  reservations  about  the  proposals  to  sell  off  as- 
sets of  the  federal  power  marketing  administrations  (PMA's)  that  are  before  this 
Committee  today. 
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Assets  like  the  Hoover  Dam  generate  low  cost,  clean  hydropower  for  consumers 
in  my  district  and  throughout  southern  California.  And,  the  California-Oregon 
Transmission  Project  gives  ratepayers  in  California  access  to  more  economic  sources 
of  power. 

These  and  other  assets  also  provide  a  steady  stream  of  revenues  for  the  federal 
government — revenues  that  will  continue  for  years  into  the  future.  I  don't  under- 
stand why  the  government  would  get  rid  of  assets  like  Hoover  Dam  that  will  only 
become  more  valuable  in  future. 

I  have  several  concerns: 

•  Any  sale  of  assets  at  auction  will  necessitate  increases  in  electric  costs  for  current 

customers.  The  Congressional  Research  Service  estimates  that  if  the  PMA's 
were  sold  to  private  power  companies,  rates  would  rise  by  1.2  to  1.3  billion  dol- 
lars per  year.  The  private  power  companies  themselves  acknowledge  that  rates 
would  rise  if  they  were  allowed  to  buy  the  PMA  assets. 

•  California's  economy  is  just  beginning  to  recover  and  it  can  ill  afford  rate  in- 

creases of  any  size. 

•  Under  these  proposals,  California  might  lose  access  to  Hoover  and  other  PMA  re- 

sources altogether,  because  they  could  be  purchased  by  a  utility  or  other  bidder 
from  another  state  or  region. 

•  Selling  PMA  assets  to  purchase  other  than  the  current  customers  will  signifi- 

cantly shift  the  competitive  balance  in  California  and  other  states.  I  don't  think 

it  is  fair  to  do  that  when  those  customers  have  been  paying  for  the  assets  for 

20  and  30  years  and  have  been  counting  on  continued  access  to  the  resources. 

These  are  just  some  of  my  concerns.  In  my  view,  the  federal  power  program  has 

worked  well  for  both  the  customers  and  the  federal  government  and  I  see  no  reason 

to  sell  the  PMA's. 

However,  I  recognize  that  the  budget  resolution  directs  that  revenues  must  be 
raised  from  the  sale  of  federal  assets,  including  the  PMA's.  I  also  recognize  that 
there  are  many  in  Congress  that  want  to  privatize  the  PMA's  to  get  the  federal  gov- 
ernment out  of  the  electricity  business. 

If  a  sale  is  to  occur,  I  would  want  to  insist  that  the  PMA's  be  sold  to  the  cus- 
tomers that  are  now  repaying  the  federal  investment  in  the  PMA  facilities.  And,  the 
price  should  be  one  that  makes  the  government  whole  for  its  investment  but  doesn't 
make  a  greater  profit  for  the  US. 


Opening  Statement  of  Hon.  Scott  L.  Klug,  a  Representative  in  Congress 
FROM  the  State  of  Wisconsin 

On  the  opening  day  of  this  Congress,  I  introduced  H.R.  310  to  privatize  all  of  the 
U.S.  Department  of  Energy's  Power  Marketing  Administration.  Privatizing  the 
PMA's  is  an  initiative  that  is  long  overdue  and  I  am  pleased,  Mr.  Chairman,  that 
this  Committee  is  exploring  the  various  issues  of  what  to  do  once  the  PMA's  are 
privatized.  The  U.S.  electric  industry  is  becoming  more  competitive,  i.e.  the  inter- 
connection of  local  utilities,  the  growing  significance  of  independent  suppliers,  and 
the  use  of  wholesale  power  markets.  The  industry's  competitive  structure  has  the 
potential  to  reduce  the  cost  of  power  and  increase  service  reliability.  Government 
subsidized  power  prevents  the  American  public  from  enjo3dng  the  benefits  of  in- 
creased competition. 

In  anticipation  of  the  deregulation  of  the  power  industry  and  competition  on  the 
rise,  it  would  make  sense  to  stop  the  federal  government  from  marketing  this  power. 
The  PMA's  currently  make  up  nearly  Va  of  the  Department  of  Energy  payroll  and 
markets  6  percent  of  the  nation's  total  energy  production.  Given  current  fiscal  reali- 
ties, taxpayers  should  not  be  forced  to  pay  for  the  federal  government's  competition 
with  the  private  sector. 

In  addition  to  the  Administration's  proposal  and  the  House  Budget  Resolution 
proposal,  some  private  utilities  have  put  forth  their  own  ideas  of  how  the  PMA's 
should  be  privatized.  I  have  always  maintained  that  the  best  solution  for  the  privat- 
ization of  the  PMA's  is  an  open  competitive  bid. 

PMA  PRIVATIZATION  PROPOSALS 

I  have  some  reservations  with  how  current  privatization  proposals  address  the 
issue  of  the  regulation  of  power  rates.  I've  outlined  my  concerns  according  to  the 
individual  proposals. 
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The  Administration's  PMA  Privatization  Proposal 

The  Administration  proposes  to  privatize  Alaska,  Southeastern,  Southwestern  and 
Western  Area  Power  Administrations  by  transferring  the  rights  to  market  the  power 
to  preference  customers  with  net  proceeds  totalling  $3.3  billion.  I  have  some  con- 
cerns that  the  President's  proposal  is  unnecessarily  restrictive  because  bidders  are 
limited  to  the  current  customers  on  a  first  right  of  refusal  basis.  In  addition,  PMA's 
currently  have  flexibility  to  raise  rates.  The  Administration's  proposal  restricts  rate 
increases.  As  a  result,  the  government  will  not  realize  the  full  amount  of  deficit  re- 
duction benefits  that  could  be  generated  from  the  sale. 

By  limiting  the  purchasers  ability  to  make  rate  changes,  the  proposal  also  locks 
in  subsidies  that  the  PMA's  have  assumed  for  themselves  as  they  determined  the 
interest  rates  they  would  pay  on  amounts  owed  the  Treasury.  Generally,  the  PMA's 
are  repaying  debt  at  interest  rates  that  are  well  below  the  government's  cost  of 
money  at  the  time  the  loans  were  extended  to  each  of  the  PMA's. 

House  Budget  Resolution  PMA  Privatization  Proposal 

Like  the  Administration's  proposal,  the  House  Budget  Resolution  would  privatize 
Alaska,  Southeastern,  Southwestern  and  Western  Area  Power  Administrations  for 
a  total  of  $3  billion  from  the  sale.  Alaska  Power  Administration  would  be  sold  based 
on  the  agreements  made  between  the  Department  of  Energy  and  the  APA  cus- 
tomers. The  three  other  PMA's  would  become  private  corporations.  Each  of  these 
corporations  would  own  all  of  the  current  PMA  facilities  and  the  electric  generating 
facilities  such  as  the  federal  hydroelectric  dams  (currently  owned  by  the  U.S.  Army 
Corps  of  Engineers  and  the  Bureaus  of  Reclamation).  The  PMA's  would  be  sold  to 
the  PMA's  preference  customers  for  the  current  outstanding  total  debt  of  $3  billion. 

My  concerns  for  the  budget  resolution  proposal  mirror  my  concerns  for  the  Admin- 
istration's proposal.  I  recognize  that  this  proposal  is  offered  in  the  interest  of  pro- 
tecting increasing  rates.  By  limiting  the  sale  to  the  preference  customers,  however, 
and  the  price  to  the  outstanding  total  debt  to  the  Department  of  Treasury,  tax- 
payers are  not  receiving  the  full  return  on  their  investment  in  the  PMA's. 

Proposals  for  Bonneville  Power  Administration 

BPA  is  not  included  in  neither  the  Administration  or  the  House  Budget  Resolu- 
tion PMA  privatization  proposals.  There  is  legislation,  however,  to  refinance  BPA's 
debt  owed  to  the  Treasury.  This  legislation  is  designed  to  lock  in  BPA's  current  an- 
nual subsidy  of  $450  million. 

The  Northwest  region  enjoys  the  cheapest  electricity  rate  in  the  country — about 
4.8  cents  per  kilowatthour  for  residential  retail  sales.  Average  rates,  nationally,  are 
about  8  cents  per  kilowatthour.  BPA  customers,  such  as  the  irrigators  who  use  the 
power  to  pump  water,  pay  only  a  fraction  of  the  real  value  of  the  water.  The  remain- 
ing cost  is  paid  by  taxpayers  who  provide  the  $450  million  annual  subsidy. 

The  legislation  which  has  been  introduced  to  refinance  BPA's  debt,  like  other 
PMA's,  would  arrange  debt  repayment  terms  that  create  a  differential  (subsidy)  be- 
tween the  interest  rate  BPA  pays  on  debt  owed  the  Treasury  and  the  Treasury's 
cost  of  money  at  the  time  the  loans  were  extended  to  BPA.  This  subsidy  under  the 
legislation  totals  $250  to  $350  million  per  year.  Partially  eliminating  this  subsidy 
could  produce  $50  to  $100  million  or  more  in  revenue  per  year  for  deficit  reduction. 
On  BPA's  $2  billion  plus  annual  revenue  base,  $100  million  represents  about  a  4 
percent  wholesale  rate  increase  or  a  2%  retail  rate  increase.  This  amounts  to  about 
an  additional  $2  per  month  paid  by  Northwest  ratepayers  on  their  monthly  elec- 
tricity bills. 

In  addition,  the  Administration  and  BPA  is  proposing  to  recast  itself  as  a  govern- 
ment corporation  to  derive  efficiencies  not  now  available  under  current  regulations. 
Although  this  assertion  is  suspect,  (but  serves  BPA's  purpose  in  expleiining  partly 
why  it  is  having  problems)  the  proposal,  if  adopted  with  stipulated  time  limits  and 
a  solution  for  WPPS  debt,  could  place  BPA  on  a  path  toward  privatization. 

Private  Sector  PMA  Privatization  Proposals 

Tucson  Electric  Power  Company  has  placed  their  bid  on  WAPA  assets  in  Arizona 
for  $550  million.  The  bid  is  for  all  WAPA  assets  in  the  state  of  Arizona  which  in- 
cludes assets  such  as  the  power  plants  and  transmission  lines.  Tucson  Electric's  pro- 
f»osal  would  ensure  that  any  rate  increases  under  Tucson  Electric  would  not  differ 
rom  rate  increases  under  WAPA.  The  offer  of  $250  million  would  come  from  the 
net  present  value  of  taxes  to  be  paid  on  the  WAPA  assets  afl;er  they  are  sold. 

Another  proposal  from  the  private  sector  is  from  the  Otter  Tail  Power  Company. 
Otter  Tail  proposes  to  privatize  the  Billings  Marketing  Area  of  WAPA  by  conducting 
a  pilot  project.  This  project  would  be  a  5  year  contract  for  Otter  Tail  to  manage, 
operate  and  maintain  the  Billings  Marketing  Area  of  the  WAPA  Pick-Sloan  Project. 
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During  this  time,  Otter  Tail  would  takeover  the  PMA  responsibilities  for  this  area 
and  implement  strategies  to  transition  rates  to  market  levels.  By  raising  the  power 
rates  to  market  levels,  Otter  Tail  proposes  to  increase  the  value  of  the  WAPA  as- 
sets, thereby  preparing  it  for  sale.  After  the  five  year  contract,  the  Billings  Market- 
ing Area  would  be  up  for  sale,  lease  or  renewal  of  contract  without  any  increases. 
Under  this  contract.  Otter  Tail  would  receive  a  management  fee  of  one  mill/kwh. 
All  revenues  in  excess  of  his  cost  would  got  directly  to  the  Department  of  Treasury. 

CONCLUSION 

While  I  raised  many  concerns  about  the  current  proposals  to  privatize  the  PMA's, 
I  am  not  endorsing  one  approach  over  the  other.  There  are  obviously  many  different 
possible  implications  to  take  into  consideration  such  as  rate  shock  and  regulation 
concerns.  I  have  been  working  closely  with  Congressman  Foley  on  the  issue  of  the 
PMA's.  His  legislation  specifically  addresses  these  concerns  of  what  to  do  once  the 
PMA's  are  privatized. 


Opening  Statement  of  Hon.  Richard  Burr,  a  Representative  in  Congress 
FROM  THE  State  of  North  Carolina 

Thank  you  Mr.  Chairman.  Today  we  are  going  to  address  the  issue  of  the  post- 
privatization  regulation  of  the  Power  Marketing  Administrations.  This  issue  lit- 
erally hits  close  to  home  for  me  because  the  residents  of  my  district  purchase  their 
power  from  a  combination  of  Rural  Electrical  Cooperatives,  Municipal  Utilities,  as 
well  as  the  investor  owned  utility,  Duke  Power.  In  different  ways,  each  of  them  will 
be  directly  impacted  by  the  decision  to  sell  or  not  to  sell  the  Power  Marketing  Ad- 
ministrations— in  particular,  the  Southeastern  Power  Marketing  Administration 
(SEPA) — and  by  the  resulting  regulatory  system  should  they  be  sold.  I  have  spent 
the  past  several  months  meeting  with  representatives  from  the  groups  affected, 
reading  letters  and  phone  messages  from  my  constituents,  and  conducting  detailed 
research  of  my  own  on  this  matter. 

At  the  heart  of  this  issue  lies  this  question.  Do  the  PMA's  ultimately  cost  the  gov- 
ernment money,  do  they  operate  at  a  net  gain  to  the  government,  or  are  they  budget 
neutral?  As  a  freshman  Member  of  this  House  who  takes  our  efforts  to  balance  the 
budget  quite  seriously,  it  appeared  to  me  that  the  decision  to  sell  the  PMA's  should 
be  based  solely  on  whether  they  are  an  unnecessary  expense  to  the  government.  The 
answer,  unfortunately,  turned  out  to  be  much  more  complex  than  simply  examining 
the  bottom  line  of  a  spreadsheet.  After  a  long  and  arduous  search  through  an  alpha- 
bet soup  of  Federal  Agencies,  research  organizations,  and  interest  groups,  I  found 
that  if  you  look  at  the  big  fiscal  picture  and  assume  that  the  PMA's  will  continue 
their  debt  repajntnent  on  schedule,  you  must  come  to  the  same  conclusion  that  En- 
ergy Secretary  Hazel  O'Leary  (who  supports  their  sale)  and  I  reached.  The  Power 
Marketing  Administrations  will  not  cause  an  ultimate  loss  to  the  Federal  Treasury. 

Having  that  answer,  we  must  examine  whether  or  not  the  one  time  budget  gain 
will  outweigh  the  services  the  government  and  private  citizens  receive — namely  the 
ability  to  purchase  power  at  a  rate  lower  than  the  market  value.  My  colleagues  and 
I  have  been  told  that  this  hearing  is  not  intended  to  address  the  decision  to  sell 
the  PMA'S,  but  to  examine  the  possible  regulatory  scenarios  after  they  are  sold.  I 
would  argue  that  the  resulting  regulatory  structure  and  its  costs  should  be  a  key 
factor  in  this  decision,  and  I  am  quite  interested  in  hearing  our  panelists'  sugges- 
tions. Particular  issues  that  I  would  like  for  them  to  address  include  the  following: 

1)  What  will  be  the  specific  terms  that  would  apply  to  repayment  of  the  PMA's 
debt? 

2)  Should  we  require  the  purchasers  to  continue  to  sell  power  to  the  government 
at  the  below  market  rate,  and  if  not,  how  much  more  will  the  taxpayers  have  to 
pay  for  the  government's  power? 

3)  What  should  the  role  of  FERC  be  in  regulating  the  PMA's  should  they  be  pur- 
chased by  a  private  utility,  and 

4)  How  will  we  determine  access  to  the  transmission  facilities  purchased  with 
each  of  the  PMA's  except  SEPA  which  does  not  own  any? 

The  answers  to  these  questions  should  be  found  before  we  automatically  assume 
that  selling  the  PMA's  is  the  right  decision.  I  strongly  believe  that  the  information 
we  receive  through  this  hearing  will  help  us  come  to  a  conclusion  on  the  larger  issue 
at  hand. 

Thank  you  Mr.  Chairman.  I  yield  back  the  balance  of  my  time. 
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Opening  Statement  of  Hon.  Charlie  Norwood,  a  Representative  in  Congress 
FROM  the  State  of  Georgia 

Thank  you  for  holding  this  hearing  today  on  the  privatization  of  the  Power  Mar- 
keting Administrations.  I  am  sorry  that  the  American  PubUc  Power  Association  can 
not  join  us  today  due  to  scheduling  conflicts,  I  have  their  letter  explaining  there  ab- 
sence today  that  I  would  like  to  submit  for  the  record.  Thank  you  Mr.  Chairman. 

There  seems  to  be  a  general  belief  that  the  sale  of  the  remaining  PMA's,  the  ex- 
ception being  the  Alaska  PMA,  is  a  done  deal,  signed  sealed  delivered.  Well,  I  am 
here  to  tell  you  it  is  not  a  done  deal.  Not  only  is  it  not  a  done  deal,  from  what  I 
have  seen  it  is  bad  deal  for  the  taxpayers,  the  ratepayers  (not  just  those  buying 
PMA  power),  and  economic  growth  in  rural  areas.  And  worse  these  sales  will  falsely 
lower  our  deficit  in  the  short  term  while  increasing  the  deficit,  that  we  in  the  Con- 
gress are  fighting  against  so  hard,  in  the  long  run.  I  would  also  like  to  explore  the 
m3rth  of  the  subsidy  issue  and  the  possible  problems  of  regulation  if  the  PMA's  are 
sold  either  to  Investor  Owned  Utilities  or  to  the  Preference  Customers  that  they 
now  serve. 

Let  me  explore  these  problems  individually. 

First  is  the  hit  that  the  Taxpayer  and  Deficit  Reduction  will  take  if  the  PMA's 
are  sold.  Currently  the  PMA's  are  providing  a  steady  revenue  stream  into  the  U.S. 
Treasury  which  more  than  cover  the  operating  and  maintenance  costs  of  the  Feder- 
ally owned  dams.  As  an  example.  Southeastern  Power  Marketing  Administration, 
SEPA  had  an  appropriation  of  $22.4  million  in  FY95  while  bringing  in  $159.2  mil- 
lion. That  is  $136.8  million  over  the  appropriation  going  into  the  U.S.  Treasury.  The 
same  is  true  of  all  the  PMA's.  The  short  sale  price  will  be  overrun  in  the  long  run 
by  the  loss  of  this  revenue  stream  within  ten  to  twenty  years.  When  I  was  running 
for  Congress  in  1994,  it  was  the  first  office  I  ever  ran  for.  During  that  campaign 
people  told  me  they  were  tired  of  the  politicians  in  Washington  doing  things  for  the 
short  term  gain,  while  ignoring  the  long  term  costs.  This,  seems  to  me  to  be  an  ex- 
ample of  that  mentality  that  we  freshman  were  sent  to  erase. 

Also,  beyond  selling  the  only  money  producing  part  of  the  Federally  owned  dams, 
privatizing  will  allow  the  Federal  government  to  keep  the  ever  popular  money  losing 
side  of  the  dams.  Hydropower  production  is  the  only  function  of  the  multi  purpose 
resource  projects  that  not  only  pays  its  own  way  but  makes  money  for  the  govern- 
ment. Navigation,  irrigation,  flood  control,  fish  and  wildlife  recreation  do  not.  So  the 
taxpayer  will  have  to  pick  up  the  bill  for  these  functions  that  were  previously  fi- 
nanced by  the  power  sales.  So  we  lose  money  on  both  the  front  end  and  the  back 
end.  Mr.  Chairman  it  appears  that  we  are  losing  money  all  over,  money  we  can't 
afford  to  lose  while  bringing  down  our  deficit. 

Next  we  come  to  the  ratepayers.  This  power  is  mainly  sold  in  rural  areas  where 
people  can  least  afford  the  hit  of  there  rates  going  up.  I  know  there  is  some  "so 
called"  ratepayer  protection  language  in  Rep.  Foley's  bill,  I  have  not  seen  the  Presi- 
dent's proposal  so  I  can't  know  for  sure  what  it  says.  However,  everyone  agrees  that 
if  these  PMA's  are  sold  the  rates  will  go  up.  Just  last  week  in  testimony  on  the  Sen- 
ate side  a  representative  of  an  lOU  admitted  that  the  rates  would  have  to  rise.  At 
a  time  when  we  are  trying  to  see  to  it  that  people  will  be  allowed  to  keep  more  of 
there  own  money  it  seems  wrong  to  do  this. 

Further,  the  PMA's  are  helping  economic  development  in  areas  that  desperately 
need  it.  Just  recently,  over  in  South  Carolina  a  BMW  plant  was  being  moved  in  pro- 
viding hundreds  of  value  added  jobs  to  the  region,  one  of  the  reasons  that  BMW 
opened  its  plant  there  is  the  good  power  rates  provided  by  SEPA.  We  cannot 
undersell  the  PMA's  value  to  the  communities  they  serve. 

One  last  thing  I  want  to  go  over  is  the  subsidy  issue.  Use  the  word  subsidy  now- 
adays and  people  go  running.  Subsidies  by  themselves  are  not  evil.  However,  those 
that  favor  the  sale  of  the  PMA's  are  throwing  the  word  around  the  PMA's  hoping 
it  will  leave  the  stigma  on  them.  What  they  don't  tell  is  they  can't  measure  the  sub- 
sidy, they  can  guess  but  they  don't  know.  What  we  do  know  is  that  subsidies  go 
to  the  private  Investor  Owned  Utilities  as  well.  In  1992,  the  U.S.  Treasury  lost  over 
$8  billion  in  revenue  to  subsidies  for  investor  owned  utilities.  So  again  I  am  not  say- 
ing this  is  bad.  But  if  you  want  to  talk  about  power  subsidies  let's  look  at  the  whole 
picture. 

I  look  forward  to  these  witnesses  testimony,  today. 

Mr.  ScHAEFER.  The  Chair  now  would  like  to  recognize  the  Honor- 
able Elizabeth  Moler,  Chair  of  the  FERC. 
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STATEMENTS  OF  ELIZABETH  A-  MOLER,  CHAIR,  FEDERAL  EN- 
ERGY REGULATORY  COMMISSION;  AND  ROBERT  R. 
NORDHAUS,  GENERAL  COUNSEL,  DEPARTMENT  OF  ENERGY 

Ms.  MoLER.  Good  morning,  Mr.  Chairman  and  members  of  the 
subcommittee.  It  is  indeed  a  pleasure  to  be  here  this  morning  to 
discuss  issues  related  to  transferring  PMA  facilities  and  functions 
to  non-Federal  entities. 

There  are  two  key  points  I  want  to  emphasize  today.  First,  the 
electric  utility  industry  is  rapidly  undergoing  a  transition  to  a 
much  more  competitive  industry,  but  we're  not  there  yet.  The  key 
to  making  the  wholesale  generation  marketplace  more  competitive 
is  open  access  to  transmission  facilities. 

Ally  legislation  permitting  the  transfer  of  PMA  facilities  should 
ensure  that  the  PMA  transmission  systems  are  subject  to  open  ac- 
cess requirements  being  imposed  on  other  transmission-owning 
utilities.  We  appreciate  very  much  your  recognition  of  this  issue, 
Mr.  Chairman,  in  your  opening  statement,  and  I  will  consider  that 
hopefully  done. 

Second,  PMA  hydroelectric  generating  facilities  are  located  at 
Federal  Government  dams.  Therefore,  these  facilities  are  not  cur- 
rently under  Commission  license. 

However,  they  could  become  subject  to  mandatory  Commission  li- 
censing if  they  are  transferred.  Any  legislation  transferring  PMA 
hydroelectric  generating  facilities  from  Federal  operations  and  con- 
trol should  be  clear  as  to  whom,  if  anyone,  is  responsible  for  regu- 
lating them. 

Before  discussing  these  points  in  somewhat  greater  detail,  let  me 
give  you  a  broad  overview  of  our  existing  statutory  authority  over 
PMA  s,  as  the  subcommittee  requested. 

The  Commission  has  only  limited  authority  over  the  five  PMA's. 
We  regulate  the  rates  of  each  PMA.  However,  our  rate  authority 
is  very  limited. 

And  the  Commission  has  limited  authority  to  order  PMA's  to  pro- 
vide transmission  service.  Under  the  1992  Energy  Policy  Act,  we 
can  order  the  PMA's  to  provide  transmission  services  on  a  case-by- 
case  basis.  The  Commission  has  no  licensing  authority  over  the  hy- 
droelectric generating  facilities  from  which  the  PMA's  market 
power. 

Now,  what  will  happen  if  the  PMA's  are  transferred?  Depending 
upon  who  acquires  the  PMA  assets,  that  entity  could  become  sub- 
ject to  Commission  regulation  as  a  public  utility  under  the  Federal 
Power  Act.  If  PMA  facilities  are  acquired  by  an  investor-owned 
utility  that  is  subject  to  the  Commission's  jurisdiction,  the  Federal 
Power  Act  would  require  the  Commission  to  regulate  the  rates, 
terms  and  conditions  of  transmission  and  sales  involving  the  newly 
acquired  PMA  facilities. 

The  Commission  would  also  regulate  any  merger,  acquisition,  or 
disposition  of  jurisdictional  facilities  by  the  jurisdictional  utility,  as 
well  as  its  accounting  practices  and  possibly  even  issuances  of  secu- 
rities. 

If  the  acquirer  of  PMA  facilities  is  not  subject  to  the  Commission 
jurisdiction — for  example,  if  it  is  a  municipality  or  cooperative — the 
Federal  Power  Act  would  not  give  the  Commission  rate  or  cor- 
porate regulatory  authority.  We  would,  however,  have  limited  au- 
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thority  to  order  transmission  services  over  the  newly  acquired 
transmission  facilities. 

The  issue  of  future  jurisdiction  over  PMA  transmission  facilities 
is  particularly  important,  given  the  competitive  changes  in  the  elec- 
tric utility  industry.  Under  existing  law,  there  are  indeed  gaps  in 
our  authority  to  require  the  various  types  of  utilities  to  comply 
with  the  transmission  access  requirements  we  have  recently  pro- 
posed in  our  open  access  notice  of  proposed  rulemaking. 

While  we  can  order  PMA's  to  provide  access  on  a  case-by-case 
basis,  we  cannot  act  generically  to  require  them  to  provide  open  ac- 
cess. 

PMA  facilities  should  not  be  used  in  the  future  to  block  competi- 
tion. They  should  not  be  immune  from  having  to  offer  open  access 
transmission  services.  If  PMA  facilities  are  not  sold  or  transferred 
to  a  public  utility,  I  would  recommend  that  the  legislation  specifi- 
cally require  that  nondiscriminatory  open  access  transmission  serv- 
ices, under  Commission  approved  tariffs,  be  provided  by  those  who 
purchase  PMA  transmission  facilities.  This  issue  is  not  addressed 
in  any  of  the  pending  legislation. 

Now  I  want  to  move  on  to  hydroelectric  licensing  issues.  Any  leg- 
islation should  specifically  address  whether  the  facilities  are  or  are 
not  exempt  from  Part  1  of  the  Federal  Power  Act.  You  need  to  an- 
swer that  question.  Resolving  the  uncertainties  about  licensing 
should  facilitate  the  sale  of  PMA  facilities  and  enhance  the  tax- 
payers' return  on  the  facilities,  if  that's  what  you  want  to  do. 

An  exemption  would  likelv  result  in  the  facilities  being  subject 
to  regulation  by  a  state  regulatory  authority.  If  we're  not  in  charge, 
I'm  sure  the  States  would  fill  that  gap.  If  this  is  done,  you  should 
therefore  also  address  the  appropriate  role,  if  any,  for  a  state  regu- 
latory authority. 

Mr.  Foley's  bill,  H.R.  1801,  does  address  Commission  licensing  of 
PMA  facilities.  We  will  make  several  technical  suggestions  about 
refinements  that  we  would  believe  would  be  useful  to  this  legisla- 
tion for  the  subcommittee's  hearing  record. 

Indeed,  we  would  be  pleased  to  work  with  the  committee  and 
your  staff  to  address  all  of  these  important  issues.  I  would  be 
happy  to  answer  any  questions  you  may  have.  Thank  you. 

[The  prepared  statement  of  Hon.  Elizabeth  A.  Moler  follows:] 

Prepared  Statement  of  Hon.  Elizabeth  A.  Moler,  Chair,  Federal  Energy 
Regulatory  Commission 

Mr.  Chairman  and  Members  of  the  Subcommittee:  It's  a  pleasure  to  be  here  this 
morning  to  discuss  the  Federal  power  marketing  administrations  (PMA's)  and  issues 
related  to  transferring  the  PMAs  facilities  and  functions  to  non-Federal  entities.  My 
testimony  will  first  focus  on  the  Federal  Energy  Regulatory  Commission's  hmited 
jurisdiction  over  the  PMA's  under  existing  law.  It  will  then  discuss  the  jurisdictional 
implications  if  the  PMA's  facilities  and  functions  are  transferred  to  non-Federal  en- 
tities, and  the  importance  of  PMA  transmission  facilities  in  light  of  competitive 
changes  in  the  electric  utility  industry. 

There  are  two  key  points  I  would  emphasize:  First,  the  electric  utility  industry, 
which  historically  has  been  comprised  of  vertically  integrated  monopolies,  is  rapidly 
undergoing  a  transition  to  a  much  more  competitive  industry.  We  believe  the  mar- 
ket for  new  generation  capacity — that  is,  those  who  build  new  powerplants  to  gen- 
erate electricity — is  already  competitive.  We  are  looking  at  whether  existing  genera- 
tion markets  can  be  made  more  competitive.  We  believe  that  a  much  more  efficient 
wholesale  market,  where  buyers  and  sellers  of  generation  capacity  can  easily  con- 
duct transactions,  will  save  consumers  money  and  is  in  the  public  interest.  We  are 
trying  to  encourage  that  to  happen. 
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Transmission  facilities  are  now  regulated  and  operated  as  traditional  monopolies. 
We  must  change  that;  and  we  have  proposed  a  rule  that  would  do  so.  Competitive 
generation  markets  can  be  achieved  only  if  monopoly  controllers  of  the  nation's 
transmission  grid  open  their  transmission  systems,  on  a  nondiscriminatory  basis,  to 
all  wholesale  users.  Some  of  the  PMA's  own  significant  amounts  of  transmission  fa- 
cilities. Any  legislation  permitting  the  transfer  of  PMA  facilities  should  ensure  that 
the  PMA  transmission  systems  are  subject  to  open  transmission  access  require- 
ments being  imposed  on  other  transmission  owning  utilities. 

Second,  PMA  hydroelectric  generating  facilities  are  located  at  Federal  government 
dams  operated  by  the  Corps  of  Engineers  or  the  Bureau  of  Reclamation.  These  gen- 
eration facilities  are  not  under  Commission  license  because  they  are  Federal  facili- 
ties. However,  they  could  become  subject  to  mandatory  Commission  licensing  if  they 
are  transferred.  Anv  legislation  transferring  these  facilities  from  federal  operations 
and  control  should  be  clear  as  to  who,  if  anyone,  is  responsible  for  regulating  them. 
If  the  Commission  is  responsible  for  their  regiilation,  the  legislation  should  specify 
which  project  works  would  come  under  the  Commission's  jurisdiction,  and  snould 
clarify  whether  and  when  a  licensing  process  should  be  undertaken.  Congress 
should  resolve  the  uncertainties  associated  with  these  licensing  issues  in  order  to 
facilitate  the  sale  of  the  PMA  facilities  and  to  enhance  their  marKet  value. 

Existing  Authority  Over  PMA's 

There  are  five  Federal  power  marketing  administrations:  the  Alaska  Power  Ad- 
ministration (Alaska);  Bonneville  Power  Administration  (Bonneville);  Southeastern 
Power  Administration  (Southeastern);  Southwestern  Power  Administration  (South- 
western); and  Western  Area  Power  Administration  (WAPA).  The  PMA's  market  sur- 
plus power  generated  at  dams  operated  by  federal  agencies,  principally  the  Corps 
of  Engineers  and  the  Bureau  of  Reclamation.  Certam  of  the  PMA's  also  provide 
what  we  call  "unbundled"  transmission.  In  brief,  that  means  they  make  trans- 
mission services  available  to  third  parties.  In  marketing  power,  the  PMA's  are  re- 
quired to  give  priority  to  "preference"  customers;  they  are  generally  defined  as  non- 
investor  owned  utilities,  such  as  cooperatives  and  municipalities. 

The  Federal  Energy  Regulatory  Commission  regulates  the  rates  of  each  PMA. 
However,  our  rate  authority  is  very  limited.  PMA's  are  not  subject  to  the  regulation 
(rate  and  otherwise)  that  applies  to  privately  owned  utilities.  While  the  Commission 
must  confirm  and  approve  PMA  power  and  transmission  rates,  we  do  not  evaluate 
PMA  rates  under  the  traditional  just,  reasonable,  and  non-discriminatory  standard 
applied  to  public  utility  rates  under  the  Federal  Power  Act. 

We  have  particular  statutory  authority  over  Bonneville's  rates.  Pursuant  to  the 
Pacific  Northwest  Electric  Power  Planning  and  Conservation  Act  (Northwest  Power 
Act),  the  Commission  must  confirm  and  approve,  on  an  interim  and  final  basis,  Bon- 
neville's rates.  Under  section  7(a)(2)  of  the  Northwest  Power  Act,  the  Commission 
evaluates  Bonneville's  rates  for  sales  within  the  Pacific  Northwest  region  to  ensure 
the  rates:  (a)  are  sufficient  to  repay  the  Federal  investment  in  the  Federal  Columbia 
River  Power  System  over  a  reasonable  number  of  years  after  first  meeting  Bonne- 
ville's other  costs;  (b)  are  based  on  Bonneville's  total  system  costs;  and  (c)  insofar 
as  transmission  rates  are  concerned,  equitably  allocate  the  costs  of  the  Federal 
transmission  system  between  all  users  of  the  system,  Federal  and  non-Federal. 

Under  section  7(k)  of  the  Northwest  Power  Act,  the  Commission  evaluates  Bonne- 
ville's rates  for  sales  outside  the  Pacific  Northwest  region  to  ensure  the  rates  are 
established:  (a)  having  regard  to  the  recovery  of  the  cost  of  generation  and  trans- 
mission of  such  energy;  (b)  so  as  to  encourage  the  most  widespread  use  of  Bonneville 
power;  (c)  to  provide  the  lowest  possible  rates  consistent  with  sound  business  prin- 
ciples; and  (d)  in  a  manner  which  protects  the  interests  of  the  United  States  in  am- 
ortizing its  investments  in  the  projects  within  a  reasonable  period. 

The  Commission  also  confirms  and  approves  rates  of  the  other  PMA's,  on  a  final 
basis  only,  pursuant  to  delegation  from  the  Secretary  of  Energy.  Under  the  Delega- 
tion Order,  the  Commission  evaluates  the  other  PMA's  rates  to  ensure  that  the 
rates  are:  (a)  the  lowest  possible  consistent  with  sound  business  principles;  (b)  suffi- 
cient to  recover  the  costs  of  producing  and  transmitting  power,  including  repayment 
of  the  Federal  investment;  and  (c)  consistent  with  the  assumptions  and  projections 
used  in  developing  the  rates. 

Significantly,  the  Commission  can  only  approve,  disapprove  or  remand  a  PMA's 
proposed  rates.  Unlike  our  regulation  of  public  utility  rates,  the  Commission  cannot 
modify  a  PDA's  proposed  rates. 

In  addition  to  limited  rate  regulation  of  the  PMA's  voluntary  power  and  trans- 
mission rates,  the  Commission  also  has  limited  authority  to  order  them  to  provide 
transmission  service.  Each  PMA,  with  the  exception  of  Southeastern,  owns  or  oper- 
ates electric  power  transmission  facilities  that  are  used  for  the  sale  of  electric  en- 
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ergy  at  wholesale.  As  such,  Alaska,  Bonneville,  Southwestern  and  WAPA  are  "trans- 
mitting utilities"  as  defined  in  section  3(23)  of  the  Federal  Power  Act,  as  amended 
by  the  Energy  Policy  Act  of  1992.  This  means  that  the  Commission  can  order  them 
to  provide  transmission  services,  upon  application  and  pursuant  to  certain  proce- 
dural requirements,  under  sections  211  and  212  of  the  Federal  Power  Act.  There 
are  special  provisions  (section  212(i)  of  the  Federal  Power  Act)  that  apply  only  to 
Bonneville.  To  date,  the  Commission  has  not  received  any  applications  under  section 

211  asking  the  Commission  to  order  any  of  these  PMA's  to  provide  transmission 
services.  The  Commission  cannot  order  the  PMA's  to  provide  transmission  services 
under  any  other  provisions  of  the  Federal  Power  Act  nor  do  we  regulate  their  rates 
under  any  other  provision  of  the  Federal  Power  Act. 

The  Commission  has  no  licensing  authority  over  the  hydroelectric  generating  fa- 
cilities from  which  the  PMA's  market  power. 

Transfer  of  PMA  Facilities 

The  Secretary  of  Energy  has  recently  proposed  to  study  and  prepare  separate 
plans  to  transfer  control  of  the  facilities  and  functions  of  Southeastern,  Southwest- 
ern and  WAPA  to  nor-federal  entities.  In  addition,  several  bills  that  would  authorize 
the  sale  of  some  or  all  PMA  facilities  have  been  introduced  in  the  House  of  Rep- 
resentatives. 

Mr.  Klug's  bill,  H.R.  310,  was  introduced  on  January  4,  1995.  It  authorizes  and 
directs  the  Secretary  of  Energy  to  sell  the  physical  assets,  and  terminate  the  oper- 
ations, of  the  PMA's. 

Mr.  Young's  bill,  H.R.  1122,  was  introduced  on  March  3,  1995  and  reported  by 
the  Committee  on  Resources  on  July  13,  1995.  It  authorizes  and  directs  the  Sec- 
retary of  Energy  to  sell  the  Alaska  Power  Administration's  Snettisham  Hydro- 
electric project  to  the  State  of  Alaska,  and  the  Eklutna  Hydroelectric  Project  to  the 
Municipality  of  Anchorage,  and  the  Matanuska  Electric  Association. 

Mr.  Foley's  bill,  H.R.  1801,  was  introduced  on  June  8,  1995.  It  authorizes  and  di- 
rects the  Secretary  of  Energy  to  sell  all  electric  power  generation  and  transmission 
facilities  that  are  currently  owned  and  operated  by  Federal  departments  and  agen- 
cies under  the  supervision  of,  or  (in)  coordination  with,  the  Federal  Power  Market- 
ing Administrations.  They  may  be  sold  only  to  a  United  States  citizen,  corporation 
or  partnership. 

The  regulatory  consequences  of  any  legislation  will,  of  course,  depend  upon  the 
specifics  of  any  adopted  proposal.  Depending  upon  who  acquires  the  PMA  assets, 
that  entity  could  become  subject  to  Commission  regulation  as  a  public  utility  under 
Part  II  of  the  Federal  Power  Act.  In  addition,  there  are  implications  for  the  Commis- 
sion's hydroelectric  licensing  authority  under  Part  I  of  the  Federal  Power  Act.  If  the 
PMA's  hydroelectric  power  facilities  become  non-Federal  facilities  that  use  surplus 
water  at  a  government  dam,  they  would  be  subject  to  mandatory  licensing  by  the 
Commission,  unless  exempted,  or  unless  a  special  licensing  regime  is  established, 
by  the  legislation. 

Transmission  I  Sales  for  Resale  Issues 

If  the  acquiror  of  PMA  facilities  is  a  public  utility,  i.e.,  an  investor-owned  utility 
that  owns  or  operates  facilities  used  for  transmission  in  interstate  commerce  or 
sales  for  resale  in  interstate  commerce,  it  would  be  regulated  by  the  Commission. 
The  Commission  would  regulate  the  rates,  terms  and  conditions  of  transmission  in 
interstate  commerce,  and  sales  for  resale  of  electric  energy  in  interstate  commerce, 
by  such  public  utility.  This  would  include  transmission  and  sales  involving  the 
newly  acquired  PMA  facilities.  All  rates,  terms  and  conditions  would  have  to  be  just, 
reasonable,  and  not  unduly  discriminatory  or  preferential  under  sections  205  and 
206  of  the  Federal  Power  Act.  The  Commission  also  would  regulate  any  merger,  ac- 
quisition or  disposition  of  jurisdictional  facilities  by  the  public  utility,  as  well  as  its 
accounting  practices  and  possibly  issuances  of  securities. 

If  the  acquiror  of  PMA  facilities  is  not  a  public  utility,  for  example  if  it  is  a  mu- 
nicipality or  cooperative,  the  Commission  would  not  have  the  rate  or  corporate  regu- 
latory authority.  We  would,  however,  have  limited  authority  under  sections  211  and 

212  of  the  Federal  Power  Act  to  order  transmission  services,  on  a  case-by-case  basis, 
over  the  newly  acquired  PMA  transmission  facilities. 

The  issue  of  future  jurisdiction  over  PMA  transmission  facilities  is  particularly 
important  given  competitive  changes  in  the  electric  utility  industry  and  the  Com- 
mission's recently  proposed  requirements  for  the  majority  of  owners  and  controllers 
of  interstate  transmission.  If  the  acquiror  of  PMA  assets  is  not  a  public  utility,  it 
would  not  be  subject  to  these  requirements,  discussed  below. 


29 

Open  Access  Rulemaking  Proposal 

On  March  29,  1995,  the  Commission  issued  a  notice  of  proposed  rulemaking  that 
would  require  all  public  utilities  that  own  or  control  interstate  transmission  facili- 
ties to  provide  nondiscriminatory  open  access  transmission  services  (Open  access 
NOPR).  Pursuant  to  our  authority  to  remedy  undue  discrimination  under  sections 
205  and  206  of  the  Federal  Power  Act,  we  propose  to  require  that  all  public  utilities 
offer  transmission  services  that  are  comparable  to  the  services  they  provide  them- 
selves when  they  use  their  own  transmission  systems  to  make  wholesale  sales  or 
purchases  of  electric  energy. 

We  believe  that  open  access  is  necessary  to  eliminate  existing  utility  practices 
that  are  unduly  discriminatory  and  to  have  competitive  bulk  power  markets  in 
which  all  wholesale  sellers  can  reach  all  wholesale  buyers.  We  concluded  that  order- 
ing transmission  service  on  a  case-by-case  basis  under  section  211  of  the  Federal 
Power  Act,  by  itself,  is  not  sufficient  to  remedy  undue  discrimination.  This  is  be- 
cause section  211  service  is  not  a  substitute  for  open  access  service,  i.e.,  service  on 
request.  Many  competitive  opportunities  will  be  lost  if  customers  have  to  go  through 
the  procedural  requirements  of  a  case-by-case  request. 

The  proposed  rulemaking  recognizes  that  in  order  for  bulk  power  markets  to  be 
fully  competitive,  at  a  minimum  all  transmission  facilities,  including  those  of  the 
PMA's  aid  other  non-public  utilities,  should  be  available  for  wholesale  transactions 
under  tariffs  of  general  applicability.  However,  under  existing  laws,  the  Commission 
does  not  have  authority  to  order  open  access  transmission  by  non-public  utilities. 
While  we  can  order  these  entities  to  provide  access  on  a  case-by-case  basis  under 
section  211,  we  cannot  order  them  to  provide  open  access. 

Certain  of  the  PMA's,  notably  Bonneville  and  WAPA,  own  significant  transmission 
facilities.  These  facilities  should  not  be  used  in  the  future  to  block  competition  and 
should  not  be  immune  from  having  to  offer  open  access  transmission  services.  Both 
Bonneville  and  WAPA  have  joined  the  Western  Regional  Transmission  Association, 
a  voluntary  regional  transmission  group  (RTG)  comprised  of  public  utilities  and  non- 
public utilities  who  have  agreed  to  provide  open  access  to  other  members  of  the 
group.  We  do  not  know  how  Bonneville  and  WAPA  plan  to  implement  their  open 
access  commitment.  Moreover,  there  is  no  assurance  that  comparable  transmission 
will  be  available  if  their  transmission  facilities  are  sold.  Nor  have  they  agreed  to 
provide  open  access  to  non-RTG  members. 

If  any  sale  or  transfer  of  the  PMA's  transmission  facilities  is  to  a  public  utility, 
the  facilities  would,  under  current  law,  be  subject  to  any  open  access  requirement 
finally  adopted  by  the  Commission.  In  the  event  they  are  not  sold  or  transferred 
to  a  public  utility,  I  would  recommend  that  the  legislation  specifically  require  that 
non-discriminatory  open  access  transmission  services  be  provided  by  the  entities 
who  purchase  the  transmission  facilities  under  tariffs  subject  to  the  jurisdiction  of 
the  Commission. 

Hydroelectric  Licensing  Issues 

If  Congress  does  not  intend  to  make  PMA  hydroelectric  generating  facilities  sub- 
ject to  the  Commission's  licensing  jurisdiction,  proposed  legislation  should  specifi- 
cally exempt  the  facilities  from  Part  I  of  the  Federal  Power  Act.  Because  such  an 
exemption  might  result  in  the  facilities  being  subject  to  regulation  by  a  state  regu- 
latory authority,  the  Congress,  if  it  decides  to  exempt  the  facilities  from  FERC's  li- 
censing authority,  should  also  address  the  appropriate  role,  if  any,  for  state  regu- 
latory authority. 

If  PMA  hydroelectric  generating  facilities  are  made  subject  to  the  Commission's 
jurisdiction,  the  legislation  should  provide  guidance  as  to  what,  if  any,  special  status 
these  facilities  would  have.  Absent  instructions  to  the  contrary,  the  Federal  Power 
Act  would  require  us  to  commence  licensing  proceedings  for  such  facilities.  The  Fed- 
eral Power  Act  requires  the  Commission  to  give  equal  consideration  to  the  devel- 
opmental and  environmental  values  of  a  project.  Even  assuming  that  the  dams  at 
which  the  generating  facilities  are  located  remain  federal,  and  therefore  beyond  the 
Commission's  jurisdiction,  we  would  have  jurisdiction  over  power  generation  facili- 
ties located  at  those  dams.  They  would  have  to  be  licensed.  A  Commission  license 
could,  for  example,  require  a  reduction  in  generation  in  order  to  benefit  water  qual- 
ity and  other  resource  values.  The  reposition  of  appropriate  environmental  mitiga- 
tion and  enhancement  measures  typically  affects  tne  economic  benefits  of  a  licensed 
project.  Moreover,  the  licensing  of  some  of  these  facilities  could  take  several  years. 
Clearly  Congress  should  address  these  important  licensing  issues  in  order  to  facili- 
tate the  transfer  of  the  PMA  facilities.  As  I  said  earlier,  resolving  the  uncertainties 
about  licensing  should  facilitate  the  sale  of  the  PMA  facilities  and  enhance  the  tax- 
payers' return  on  the  facilities. 


Ol_-70C    r\ 


30 

Mr.  Foley's  bill,  H.R.  1801,  does  address  hydroelectric  licensing  of  PMA  facilities 
by  the  Commission.  We  believe  several  technical  refinements  and  clarifications  need 
to  be  made  to  H.R.  1801  to  adequately  answer  licensing  issues,  and  we  would  be 
pleased  to  provide  the  Subcommittee  with  technical  comments. 

Summary 

As  Congress  considers  transferring  the  facilities  and  functions  of  the  PMA's  to 
non-Federal  entities,  I  urge  you  to  consider  the  importance  of  PMA  transmission  fa- 
cilities in  the  context  of  the  significant  competitive  changes  occurring  in  the  electric 
utility  industry.  Any  legislation  should  ensure  that  the  mcilities  are  operated  on  an 
open  access  basis  so  that  the  new  owners  of  those  facilities  cannot  use  transmission 
monopoly  power  to  block  competition.  I  also  recommend  that  the  legislation  clearly 
indicate  wno  has  responsibility  for  regulating  the  hydroelectric  generating  facilities 
that  are  transferred.  We  would  be  pleased  to  work  with  the  Committee  and  your 
staff  to  address  these  important  issues. 

I  would  be  happy  to  answer  any  questions  you  may  have. 

Mr.  SCHAEFER.  The  Chair  thanks  the  witness  and  would  just  say 
to  both  you  and  Mr.  Nordhaus  that  your  full  statements  will  be 
made  part  of  the  record.  Mr.  Nordhaus. 

STATEMENT  OF  ROBERT  R.  NORDHAUS 

Mr.  Nordhaus.  Mr.  Chairman,  members  of  the  subcommittee,  I 
have  submitted  testimony  on  this  matter.  Let  me  sum  up  my  testi- 
mony. 

Mr.  Chairman,  let  us  apologize  for  the  late  arrival  of  our  testi- 
mony. We  got  hung  up  in  0MB  clearance,  and  we  apologize  for 
that. 

I  think  Chair  Moler  has  gone  over  most  of  the  ground  I  would 
have  covered.  As  always,  I  agree  with  her  analysis — let  me  just  em- 
phasize a  couple  of  things. 

One  is  on  the  licensing  question,  I  think  it's  quite  important  that 
the  application  of  the  licensing  requirements  of  Part  1  of  the  Fed- 
eral Power  Act  be  clarified  in  the  case  of  a  sale  of  PMA  generating 
assets  to  a  non-Federal  purchaser.  Our  review  indicates  to  us  that 
this  is  an  area  of  considerable  confusion,  or  would  be  if  the  sale  oc- 
curred. It  needs  to  be  clarified. 

I  believe  that  if  the  committee  determines  to  apply  the  licensing 
requirements  of  the  Federal  Power  Act  to  the  operation  of  the  gen- 
erating equipment  at  these  projects,  that  we  need  to  look  at  how 
to  get  through  licensing  in  the  short  time  frames  that  are  called 
for  in  the  bills. 

For  instance,  under  the  administration  proposal,  Southeastern 
Power  Administration  would  be  sold  in  fiscal  year  1997;  the  other 
two  that  are  proposed  for  sale,  Southwestern  and  Western  Area 
Power  Administration,  in  fiscal  year  1998.  One  of  our  concerns 
would  be  making  sure  that  if  licensing  is  required,  that  the  owner 
or  operator  can  get  through  the  licensing  process  in  time  to  be  able 
to  operate  the  project  on  this  very  ambitious  schedule. 

Second  point  I'd  like  to  make  relates  to  transmission  access.  We 
are,  as  our  testimony  points  out,  in  agreement  with  the  essential 
point  that  Chair  Moler  makes,  and  that  is  that  if  the  purchaser  is 
a  utility  that  is  not  subject  to  the  principal  regulatory  provisions 
of  Part  2  of  the  Power  Act — that  is,  if  the  purchaser  is  an  electric 
power  cooperative  or  a  municipal  utility — then  we  think  it  is  impor- 
tant that  the  purchaser  be  subject  to  the  full  panoply  of  open  ac- 
cess requirements  to  the  same  extent  that  an  investor-owned  util- 
ity purchaser  would  be. 
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Under  the  administration's  legislative  proposal,  the  Secretary 
would,  in  all  likelihood,  require  open  access  as  a  condition  of  sale 
of  the  transmission  system.  However,  the  administration  would 
have  no  problem  with  and  would  support  a  legislative  requirement 
that  the  purchaser  of  the  PMA  transmission  system  be  subject  to 
open  access  requirements  to  the  same  extent  as  an  investor-owned 
utility  would. 

One  other  thing  I  would  mention  is  that  we've  not  done  detailed 
analysis  of  this  in  the  time  that's  been  available  to  us,  I  think  the 
sales  provision,  if  it  provides  for  sale  to  investor-owned  utilities, 
would  implicate  the  Public  Utility  Holding  Company  Act,  as  well 
as  the  Federal  Power  Act.  I  think  that  a  look  at  the  application  of 
the  Holding  Company  Act  is  in  order  if  proposals  similar  to  those 
of  Congressman  Foley's  are  considered. 

[The  prepared  statement  of  Robert  R.  Nordhaus  follows:] 

Prepared  Statement  of  Robert  R.  Nordhaus,  General  Counsel,  Department 

OF  Energy 

introduction 

Mr.  Chairman,  thank  you  for  inviting  me  to  testify  before  your  Subcommittee 
today  on  issues  relating  to  the  regulatory  treatment  of  purchasers  of  the  federal 
power  marketing  administrations  (PMA's)  if  PMA  assets  are  sold.  My  testimony  in- 
cludes a  brief  description  of  the  Southeastern,  Southwestern,  and  Western  Area 
Power  Administrations,  a  summary  of  the  Administration's  proposed  legislation  to 
transfer  these  three  PMA's  out  of  federal  ownership,  management  or  control,  and 
a  discussion  of  key  regulatory  issues  relating  to  the  proposed  sale. 

PMA  background 

The  PMA's  are  agencies  within  the  Department  of  Energy  that  sell  hydroelectric 
power  generated  at  multipurpose  water  projects  owned  and  operated  by  the  federal 
government.  In  general,  preference  in  the  sale  of  PMA  firm  power  is  given  to  mu- 
nicipalities, rural  electric  cooperatives,  irrigation  districts  and  other  publicly-owned 
entities  as  required  by  various  Flood  Control  and  Reclamation  law  statutes.  In  most 
cases,  the  PMA's  market  power  to  wholesale  customers,  primarily  municipal  and  co- 
operative utilities.  The  wholesale  customers  blend  this  power  with  their  other  re- 
sources and,  in  turn,  sell  it  to  retail  customers. 

The  Western  Area  Power  Administration  markets  power  from  Corps  of  Engineers, 
Bureau  of  Reclamation  and  International  Boundary  Water  Commission  dams  that 
are  located  in  the  Colorado,  Missouri,  Sacramento/San  Joaquin  and  Rio  Grande 
river  basins.  These  dams  have  a  maximum  generating  capacity  of  10,576 
megawatts.  Western  also  owns  and  operates  one  of  the  largest  transmission  systems 
of  any  utility  in  the  United  States  which  is  comprised  of  16,727  miles  of  high-volt- 
age transmission  lines. 

The  Southwestern  Power  Administration  markets  power  from  Corps  of  Engineers 
dams  in  Arkansas,  Oklahoma,  Kansas,  Louisiana,  Missouri  and  East  Texas.  The 
maximum  generating  capacity  of  these  dams  is  2,158  megawatts.  Southwestern  also 
owns  and  operates  1,380  miles  of  high-voltage  transmission  lines.  The  Southeastern 
Power  Administration  (SEPA)  markets  power  from  Corp  of  Engineer  dams  located 
in  10  southeastern  states  that  have  a  maximum  capacity  of  3,092  megawatts.  SEPA 
owns  no  transmission  facilities.  Attached  is  a  map  showing  PMA  service  areas. 

administration  PMA  TRANSFER  PROPOSAL 

On  May  3,  1995,  Secretary  O'Leary  forwarded  to  the  Congress  proposed  legisla- 
tion, cited  as  the  "Federal  Power  Administration  Transfer  Act",  which  authorizes 
the  secretary  of  Energy  to  study  and  prepare  plans  to  sell  or  transfer  these  three 
PMA's  out  of  Federal  ownership,  management,  or  control.  A  copy  of  the  legislation 
is  attached  to  my  testimony.  The  Secretary  has  also  forwarded  separate  legislation 
to  Congress  to  authorize  the  sale  of  the  Alaska  Power  Administration. 

The  Administration's  legislative  proposal  gives  a  preferential  right  of  purchase  to 
the  existing  firm  power  customers  of  the  Southeastern,  Southwestern,  and  Western 
Area  Power  Administrations.  The  preliminary  sales  prices  established  for  each  PMA 
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in  the  Administration's  budget  request  are  based  on  an  estimate  of  the  net  present 
value  of  the  principal  aid  interest  payments  that  the  Treasury  expects  to  receive 
from  each  PMA.  We  believe  that  privatization  which  includes  preference  and  a  sale 
price  based  on  the  existing  debt  repayment  stream  will  make  it  possible  to  increase 
the  efficiency  and  responsiveness  of  the  PMA's  to  local  concerns  without  resulting 
in  any  rate  increase. 

The  Administration  opposes  legislation  that  has  been  introduced  in  the  House  of 
Representatives  (H.R.  1801  and  H.R.  1993)  which  provide  for  the  auction  of  PMA 
assets  to  the  highest  bidder  because  enactment  of  these  bills  could  result  in  dra- 
matic rate  increases  for  consumers  of  PMA  electricity. 

The  Administration  seeks  to  accomplish  three  objectives  by  transferring  the 
PMA's  out  of  federal  ownership.  First,  non-federal  entities  can  operate  and  provide 
investment  capital  for  these  systems  in  a  more  cost-efficient  manner  than  the  Fed- 
eral government.  Burdensome  Federal  requirements  and  regulations  such  as  pro- 
curement and  personnel  rules  are  a  major  impediment  to  the  efficient  operation  of 
the  PMA's.  There  is  also  a  serious  concern  over  the  lack  of  Federal  funding  to  invest 
in  upgrading  and  rehabilitating  the  generation  facilities.  Allowing  capital  invest- 
ments in  system  upgrades  and  repairs,  free  from  the  existing  fiscal  constraints  of 
the  Federal  appropriations  process,  could  solve  this  problem.  These  changes  will  as- 
sure the  efficient  and  effective  utilization  of  these  valuable  resources. 

Second,  privatization  will  localize  control  and  make  these  PMA's  more  responsive 
to  the  needs  of  their  customers  and  other  local  interests.  This  Administration  is 
committed  to  reducing  the  size  of  government  and  allowing  local  decisions  to  be 
made  by  the  people  most  affected.  Also,  there  is  no  longer  a  strong  need  for  the  Fed- 
eral government  to  operate  these  systems.  The  goal  of  bringing  power  and  economic 
development  to  these  regions  has  been  accomplished. 

Third,  privatizing  the  PMA's  will  accelerate  repa3Tnent  of  the  investment  that  the 
Federal  government  has  made  in  these  assets.  The  financial  benefit  of  privatization 
is  that  it  will  convert  long-term  PMA  debt,  currently  repaid  to  the  Federal  Treasury 
over  50  years,  into  a  one-time  payment  that  will  reduce  the  deficit  in  1997  and 
1998.  The  Administration  has  asked  for  a  legislative  waiver  of  the  Budget  Enforce- 
ment Acts'  prohibition  against  "scoring"  asset  sales  so  that  the  proceeds  from  the 
sale  of  the  PMA's  will  "score"  as  budget  savings. 

The  Administration  proposes  to  sell  the  Southeastern  Power  Administration  by 
the  end  of  FY  1997,  and  the  Southwestern  and  Western  Area  Power  Administra- 
tions by  the  end  of  FY  1998.  The  revenues  from  these  sales,  as  contained  in  the 
President's  Budget,  are  based  on  an  estimate  of  the  net  present  value  of  the  prin- 
cipal and  interest  payments  that  the  Treasury  would  currently  receive.  The  follow- 
ing table  summarizes  the  preliminary  estimate  of  sale  proceeds  and  revenue-losses 
which  would  result  from  this  proposal  for  the  period  through  FY  2000. 


PMA  Privatization 

[all  current  $  In  millions] 

PMA/Date  to  Privatize 

Estimated 
Sale  Price 

Revenues  Lost 
thru  FY  2000 

Net  Revenues 
to  treasury 

APA/end  of  FY  1996 

85 

909 

612 

2,863 

-27 
-431 
-136 
-194 

58 

SEPA/end  of  FY  1997 

478 

SWPA/end  of  FY  1998 

476 

WAPA/end  of  FY  1998 

2,669 

Total 

4,469 

-788 

3,681 

In  any  privatization  proposal,  the  Administration  is  committed  to  giving  pref- 
erence to  the  existing  firm  power  customers  of  the  PMA's.  The  Administration  also 
considers  the  employees  and  contractors  of  these  PMA's  as  a  valuable  asset  and  will 
work  with  the  purchasers  to  assure  a  stable  workforce  and  smooth  transition  from 
Federal  control. 

There  are  many  details  that  must  be  examined  and  addressed  with  any  privatiza- 
tion proposal.  The  PMA's  are  comprised  of  numerous  systems  and  subsystems  in 
particular  river  basins.  In  many  cases,  the  most  practical  way  to  privatize  may  be 
to  sell  each  river  basin  power  system  to  the  customers  that  presently  receive  firm 
power  from  that  system  rather  than  selling  a  PMA  as  a  whole. 
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REGULATORY  ISSUES 

The  sale  or  other  transfer  of  the  PMA  assets  to  non-Federal  entities  can  have  im- 
portant regulatory  consequences  depending  on  how  the  sales  legislation  is  drafted. 
Several  of  the  key  issues  are  discussed  below.  Responsibility  for  applying  these  reg- 
ulatory requirements,  however,  rests  with  the  Federal  Energy  Regulatory  commis- 
sion (FERC). 

Hydroelectric  Licensing 

The  generators  and  other  equipment  that  produce  power  delivered  to  the  PMA's 
(other  than  APA)  are  owned  by  the  Corps  of  Engineers,  the  Bureau  of  Reclamation, 
and  the  International  Boundary  Water  Commission  and  are  not  subject  to  the  li- 
censing requirements  of  Part  I  of  the  Federal  Power  Act  (FPA).  Non-federal  facili- 
ties, on  the  other  hand,  which  generate  hydroelectric  power  must  generally  be  li- 
censed by  the  Federal  Energy  Regulatory  Commission  under  Part  I.  Section  23(b) 
of  the  Federal  Power  Act  requires  the  licensing  of  hydroelectric  facilities  and  would 
appear,  by  its  terms,  to  apply  to  "powerhouses"  and  related  facilities  held  by  non- 
Federal  entities  and  to  require  that  a  non-Federal  transferee  be  licensed  to  own  or 
operate  these  facilities.  However,  case  law  suggests  that  plants  currently  owned  by 
Federal  agencies  might  not  need  to  be  licensed  under  the  Federal  Power  Act  follow- 
ing a  sale  to  non-federal  entities.  This  case  law  maintains  that  FERC  jurisdict'on 
is  withdrawn  where  the  hydroelectric  project  had  been  authorized  for  federal  con- 
struction or  where  Congress  otherwise  unambiguously  indicated  that  the  Commis- 
sion's jurisdiction  over  the  project  is  withdrawn.  See  Uncompahgre  Valley  Water 
Users  Association  v.  F.E.R.C,  785  F.2d  269  (10th  Cir.  1986),  cert,  denied,  479  U.S. 
829  (1986);  City  of  Gillette,  Wyoming,  25  F.E.R.C.  ^61,366  (1983).  If  the  courts  hold 
that,  once  withdrawn,  FERC  jurisdiction  is  not  restored  by  a  subsequent  transfer 
to  a  non-Federal  entity,  the  purchasers  of  the  PMA  powerhouses  would  not  require 
FERC  licenses. 

Because  of  the  legal  uncertainty  as  to  the  application  of  licensing  requirements 
to  the  transfer  of  generating  equipment,  if  Congress  decides  to  authorize  the  sale 
of  generating  equipment,  then  the  legislation  should  spell  out  the  extent  to  which 
the  licensing  requirements  of  Part  I  applies.  One  factor  to  consider  is  that  the  time 
required  to  complete  the  normal  FERC  licensing  process  probably  will  not  permit 
sale  of  the  PMA's  on  the  schedules  contained  in  the  legislation. 

Ratemaking — Wholesale  Sales 

PMA  rates  are  currently  subject  to  rate  confirmation  under  the  Flood  Control  Act 
of  1944  and  Delegation  Order  No.  0204-108  by  FERC,  but  are  not  subject  to  regula- 
tion under  Part  II  of  the  Federal  Power  Act.  If  the  Congress  adopts  the  Administra- 
tion's proposal  to  provide  a  preferential  right  of  purchase  to  existing  firm  power  cus- 
tomers, then  Commission  ratemaking  jurisdiction  under  Part  II  of  the  FPA  is  less 
likely  to  be  implicated  than  if  proposals  currently  under  consideration  in  the  House 
to  sell  the  PMA's  to  the  highest  bidder  are  adopted.  Nearly  all  of  the  current  firm 
customers  are  municipal  utilities  or  cooperatives,  which  are  not  covered  by  sections 
205  and  206  of  the  FPA.  The  sale  of  any  part  of  the  assets  to  investor-owned  utili- 
ties that  are  "public  utilities"  under  Part  II,  however,  would  implicate  sections  205 
and  206,  which  among  other  things  require  that  the  rates  of  interstate  wholesale 
sales  of  electricity  be  just  and  reasonable.  In  particular,  power  sales  by  PMA  pur- 
chasers that  are  investor-owned  utilities  to  preference  customers  under  current 
long-term  contracts  would  be  wholesale  sales.  If  these  sales  are  deemed  to  be  in 
interstate  commerce  (as  all  would  be  outside  of  an  area  of  Texas),  they  would  be 
subject  to  review  and  modification  under  sections  205  and  206. 

One  issue  of  particular  concern  in  connection  with  the  auction  sale  of  PMA  facili- 
ties to  investor-owned  utilities  regulated  by  FERC  is  the  extent  to  which  the  pur- 
chase price  of  the  facilities  can  be  included  in  ratebase.  As  a  general  rule,  a  pur- 
chasing utility  may  include  in  its  ratebase  the  book  cost  (depreciated  original  cost) 
of  a  purchased  asset  in  the  hand  of  the  selling  utility,  but  not  any  market  premium 
in  excess  of  the  depreciated  original  cost.  Montana  Power  Co.  v.  FERC,  599  F.2d 
295  (9th  Cir.  1979).  "Ratepayers  should  not  be  required  to  pay  twice  for  the  same 
property,  first,  through  depreciation  charges  and  second,  through  sale  of  Plant  com- 
ponents at  costs  higher  than  net  depreciated  book  value."  Cities  Service  Gas  Com- 
pany, 2  F.E.R.C.  ']I63,033,  65,220  (1978).  This  rule,  if  it  were  determined  to  be  appli- 
cable in  this  case,  could  impair  the  ability  of  a  purchaser  to  recover  any  purchase 
costs  in  excess  of  book  cost,  and  would  likely  defeat  the  auction  proponents'  objective 
of  maximizing  the  bid  price  and  the  revenue  generated  by  an  auction  sale. 
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Ratemaking — Transmission  Services 

Regulatory  treatment  of  transmission  services  on  PMA  facilities  under  the  Fed- 
eral Power  Act  would  not  be  significantly  affected  if  such  assets  are  sold  to  existing 
preference  customers.  The  purchasers  of  the  PMA  assets  would  be  subject  to  FERC 
jurisdiction  under  sections  211  and  212  in  terms  of  transmission  access  orders  and 
the  transmission  rates  charged  pursuant  to  those  orders,  just  as  are  the  PMA's,  but, 
to  the  extent  they  are  municipal  utilities  or  electric  cooperatives,  would  not  be  sub- 
ject to  sections  205  and  206.  If  the  transmission  access  mles  proposed  by  the  Com- 
mission under  sections  205  and  206  are  implemented,  investor-owned  utilities  that 
acquire  PMA  assets  would  be  subject  to  those  rules  as  well  as  sections  211  and  212. 

In  order  to  ensure  that  all  potential  purchasers  of  the  PMA  assets  are  subject  to 
FERC's  proposed  open  access  rules,  assuming  such  rules  are  implemented,  the  De- 
partment expects  to  condition  the  sale  of  the  PMA  transmission  assets  on  commit- 
ments to  provide  open  access.  The  Department  would  also  support  a  statutory  provi- 
sion which  provided  the  Commission  with  jurisdiction  over  the  PMA  transmission 
facilities  purchased  by  municipalities  and  cooperatives,  though  we  believe  the  policy 
could  be  implemented  without  legislation. 

Public  Utility  Holding  Company  Act 

As  a  final  matter,  the  sale  of  PMA  assets  could  raise  issues  under  the  Public  Util- 
ity Holding  Company  Act  (PUHCA).  We  have  not  reviewed  any  of  these  issues  in 
detail,  but  believe  that  such  review  needs  to  occur  prior  to  enacting  a  general  auc- 
tion sales  provision. 

CONCLUSION 

Privatizing  the  PMA's  will  be  a  complex  transaction  that  will  require  considerable 
study  and  very  close  consultations  with  Congress,  purchasers,  customers,  affected 
communities,  and  others.  The  Administration's  legislative  proposal  authorizes  stud- 
ies of  the  privatization  of  these  three  PMA's.  Based  on  the  studies'  results,  the  legis- 
lation directs  the  Secretary  of  Energy  to  prepare  separate  plans  for  transferring 
ownership  of  each  PMA,  and  submit  each  plan  to  the  President  for  approval.  Follow- 
ing the  President's  approval,  the  Secretary  would  submit  the  plan  to  the  Congress, 
and  it  would  take  effect  60  days  after  its  submission.  I  look  forward  to  working  with 
the  Congress  toward  enactment  of  this  legislation. 

Mr.  Chairman,  this  concludes  my  remarks.  If  you  or  any  members  of  the  Commit- 
tee have  any  questions,  I  would  be  happy  to  answer  them. 


35 


(0 

Z 

o 

0) 


Q 
< 

0 

z 
F 

UJ 

oc 
< 

oc 

LU 

o 

Q. 


36 


The  Secretary  of  Energy 

Washington.  DC  20585 

May   3,    1995 


The   Honorable  Newt  Gingrich 

Speaker  of  the  House  of  Representatives 

Washington,  D.C.  20515 

Dear  Mr.  Speaker: 

Eaclosed  is  proposed  legislation  cited  as  the  "Federal 
Power  Administration  Transfer  Act.'  This  legislation 
would  authorize  the  Secretary  of  Energy  to  study  and 
prepare  plans  to  sell  or  transfer  the  Southeastern 
Power  Administration,  Southwestern  Power  Administration 
and  Western  Area  Power  Administration  out  of  Federal 
ownership,  management  or  control. 

Based  on  the  results  of  the  studies,  the  Secretary 
would  prepare  separate  plans  to  transfer  control  of  • 
Southeastern  Power  Administration  by  the  end  of  fiscal 
year  1997,  and  Southwestern  and  Western  Area  Power 
Administrations  by  fiscal  year  1998.  Upon  conpletion 
of  a  plan,  the  Secretary  would  submit  the  plan  to  the 
President  for  approval.   Following  the  President's 
approval,  the  Secretary  would  submit  the  plan  to  the 
Congress  and  it  would  take  effect  in  60  days. 

The  Power  Administrations  have  done  an  outstanding  job 
of  serving  the  needs  of  their  customers  and  the  Nation 
as  a  whole.  In  recent  years,  however,  the  electric 
utility  industry  has  changed  significantly.   It  is 
apparent  the  functions  of  these  three  Power 
Administrations  can  be  performed  by  non-Federal 
entities.  Non-Federal  entities  would  be  able  to 
respond  more  efficiently  to  the  needs  and  concerns  of 
the  local  communities.  Often,  Federal  procurement, 
personnel,  budgeting  and  other  constraints  make  Federal 
operation  of  these  systems  more  costly  than  if  the 
customers  and  local  communities  operated  them  in  the 
manner  of  the  best  utilities. 

The  Administration  is  committed  to  giving  a 
preferential  right,  of  purchase  to  the  existing  firm 
power  customers  and  to  working  with  all  interested 
parties  and  Congress  to  ensure  thorough  consideration 
of  the  issues  surrounding  the  transfer.   The 
Administration  believes  that  a  privatization  plan  that 
includes  preference  and  a  sale  price  based  on  the 
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existing  revenue  stream  would  make  it  possible  to 
increase  the  efficiency  and  responsiveness  of  the  Power 
Administrations  to  local  concerns  without  resulting  in 
any  rate  increase.  The  sale  or  transfer  of  these  Power 
Administrations  also  would  result  in  a  fair  and 
reasonable  return  to  the  Treasury.  The  sale  price 
would  be  based  on  the  discounted  net  present  value  of 
the  principal  and  interest  payments  that  the  Treasury 
would  receive  over  time. 

The  Balanced  Budget  and  Emergency  Deficit  Control  Act 
of  1985  requires  that  all  revenue  and  direct  spending 
legislation  meet  a  pay-as-you-go  requirement  through 
fiscal  year  1998.  That  is,  such  a  bill  should  not 
result  in  an  increase  in  the  deficit;  and  if  it  does, 
it  would  trigger  a  sequester  if  not  fully  offset.   The 
•Federal  Power  Administration  Transfer  Act"  would 
result  in  sale  proceeds  of  approximately  $4,4  billion 
in  fiscal  years  1997  and  1998.   A  provision  of  the 
Balanced  Budget  Act  generally  prohibits  counting  the 
proceeds  of  asset  sales  as  offsets  to  spending . 
However,  the  enclosed  legislation  includes  a  provision 
(section  5)  to  allow  the  proceeds  to  be  counted  as 
offsets  to  spending.  This  provision  is  patterned  after 
the  waivers  of  emergency  spending  provided  by  the 
Balanced  Budget  Act  and  is  being  proposed  for  several 
asset  sales  being  recommended  by  the  Administration  for 
fiscal  year  1996. 

We  look  forward  to  working  with  the  Congress  toward 
enactment  of  this  legislation.  . 

The  Office  of  Management  and  Budget  advises  that 
enactment  of  this  legislation  would  be  in  accord  with 
the  program  of  the  President. 

If  you  have  further  questions,  please  contact  me,  or 
have  a  member  of  your  staff  contact  Mr.  Douglas  Smith, 
Deputy  General  Counsel,  at  (202)  586-3410. 


Sincerely, 


'Leary 
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A  BILL 
To  authorize  the  Department  of  Energy  to  transfer  the  Southeastern 
Power  Administration,  the  Southwestern  Power  Administration,  and  the 
Western  Area  Power  Administration  to  non-Federal  entities,  and  for 
other?  purposes . 

1  Be  it  enacted  by  the  Senate  and  House  of  Representatives 

2  .   of  the  United  States  of  America  in  Congress  assembled.  That 

3  this  Act  may  be  cited  as  the  "Federal  Power  Administration 
Transfer  Act*. 

5.  ■     .  STUDIES 

(  SEC.  2.  (a)  Notwithstanding  section  208  of  the 

7  Urgent  Supplemental  Appropriations  Act,  1986  (Pub.  L.  No.  99- 

8  349),  the  Secretary  of  Energy  (referred  to  in  this  Act  as  the 

9  'Secretary')  shall  conduct  such  studies  as  may  be  necessary  to 
LO       prepare  plans  for  transferring  out  of  Federal  ownership, 

LI       management,  or  control  the  facilities  and  functions  of  the 

12  Southeastern  Power  Administration,  the  Southwestern  Power 

13  Administration,  and  the  Western  Area  Power  Administration. 

14  (b)  In  making  these  studies,  the  Secretary  at  a  minimum 
L5       shall  consider — 

16  (1)  the  valuation  of  the  assets  and  liabilities 

17  of  those  Power  Administrations,  including  the  value  of  the 

18  power  from  Federal  generating  plants  and  of  the 
I  transmission  systems; 

1 
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■•  (2)  strategies  for  sale  or  transfer; 

(3)  terms  and  conditions  of  sale  or  transfer, 

3  including  terms  and  conditions  relating  to  Federal,  State, 

4  and  local  environmental  laws  and  requirements  and 

5  obligations;  claims  of  Indiein  tribes;  treaty  obligations; 

6  .  and  contractual  obligations;  and                ' 

7  (4)  terms  and  conditions  that  may  be  necessary 

8  to  mitigate  any  economic  iii?>acts  on  the  customers  in  the 

9  regions. in  which  the  Power  Administrations  operate  and  to 
10  '.       mitigate  any  impacts  on  employees. 

:i  (c)  Other  exfecutive  agencies  that  may  be  affected  by  the 

12  sale  or  transfer  shall  assist  the  Secretary  in  carrying  out  the 

.3  studies. 

:.  ■   TRANSFER  PLANS 

-.5  '          SEC.  3.  (a)  Based  on  the  results  of  these  studies,  the 

.6  Secretary  shall  prepare  a  separate  plan  for  the  transfer  to 

17  .     non-Federal  ownership,  management,  or  control  of  each  of  those 

".8  Power  Administrations.  The  plan  covering  the  Southeastern 

.9  Power  Administration  shall  recjuire  completion  of  the  transfer 

20  by  September  30,  1997.  Theplans  covering  the  Southwestern  and 

21  Western  Area  Power  Administrations  shall  require  completion  of 
•22  the  transfer  by  September  30,  1998. 

23  (b)  Each  plan  shall  provide  for — 

24  (Da  minimum  price  to  be  received  by  the  United 

25  States  at  the  time  of  transfer  which  shall  not  be  less 
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'1  than  the  net  present  value  of  the  principal, 

:  interest,  and  capitalized  deficit  payments  the  Secretary, 

3  in  consultation  with  the  Secretary  of  the  Treasury, 

4  estimates  the  Treasxury  would  be  entitled  to  receive  during 

5  the  remaining  period  for  repayment  of  those  obligations; 

6  (2)  a  preferential  right  of  purchase  to  the  existing 

7  firm  power  customers  (or  an  entity  acting  on  behalf  of 

8  such  customers)  at  a  price  that  is  not  less  than  the 

9  minimum  price; 

10  *-  (3)   an  en^jloyee  and  asset  transition  plan  to 

11  "  minimize  impact  on  enployees  and  to  assure  an  orderly 

12  transfer  of  functions;  and 

13  (4)  the  transfer  of  liabilities  attributable  to  an 
1  asset  that  is  transferred,  except  as  provided  by  the 

15  Director  of  the  Office  of  Management  and  Budget. 

16  (c)  Each  plan  may  provide  for — 

17  (1)  the  transfer  of  individual  projects,  individual 

18  river  basin  power  systems,  or  the  entire  Power 

19  Administration; 

20  (2)  the  sale  of  the  power  generating  equipment  or 
.1  other  options  that  will  assure  that  the  transferee  can 
12  perform  generator  maintenance  and  upgrading  without  the 

23  need  for  Federal  funding;  and 

24  (3)  terms  and  conditions  the  Secretary  determines  are 

25  necessary  or  appropriate  to  protect  the  financial  and 
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other  interests  of  the  United  States  or  to  assure  safe  and 

efficient  operation  of  transferred  facilities,  or  which 

are  otherwise  in  the  public  interest. 

(d^  In  preparing  the  plans,  the  Secretary  shall  consult 
with  Federal,  State,  regional,  local,  and  tribal  officials,  and 
with  customers.  The.  Secretary  also  shall  provide  the 
opportunity  for  pxiblic  comment  on  the  plan. 

(e)  Following  ccnpletion  of  a  plan,  the  Secretary  shall 
submit" the  plan  to  the  President.  Following  approval  of  the 
plan  by  the  President,  with  such  modifications  as  the  President 
determines  are  necessary  or  appropriate,  the  Secretary  shall 
submit  the  plan  to  the  Congress . 

EFFECTIVENESS  OF  TRANSFER  PLAN 

SEC.  4.  (a)  A  plan  submitted  to  Congress  under  section 

y 

5  3(e)  takes  effect  60  days  after  its  submission  to  the  Congress. 
5  PROCEEDS 

7  SEC.  5.  Proceeds  from  a  sale  or  ::ransfer  under  this  Act 

3  shall  be  credited  to  miscellaneous  receipts  of  the  Treasury. 

3  If  the  President  so  designates,  the  net  proceeds  shall  be 

0  included  in  the  budget  baseline  required  by  the  Balanced  Budget 

1  "  and  Emergency  Deficit  Control  Act  of  1985  euid  shall  be  counted 

2  for  the  purposes  of  section  252  of  that  Act  as  an  offset  to 

3  direct  spending,  notwithstanding  section  257(e)  of  that  Act. 
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Mr.  SCHAEFER.  The  Chair  thanks  the  gentleman  for  his  testi- 
mony and  I'm  appreciative  of  the  fact  that  you  indicated  that  your 
testimony  did  arrive  a  Httle  bit  late,  specifically  at  8:18  last  night. 
I  have  to  remind  the  committee  and  DOE  that  written  testimony 
is  very  valuable  to  us  when  it  comes  to  trying  to  figure  out  ques- 
tions, and  I  would  hope  that  you  would  take  this  back  to  the  people 
at  DOE  to  get  this  testimony  in  here  a  little  more  rapidly  so  the 
chairman  doesn't  have  to  invoke  the  rules  of  the  committee. 

I'd  ask,  Mr.  Nordhaus  if  indeed  we  go  through  with  this  sale,  and 
I'm  interested  in  the  safety  aspect,  what  is  the  physical  condition 
of  the  dams  that  they're  talking  about  being  sold?  Are  there  safety 
risks  that  we  have  to  look  at  that  would  be  unlicensable  by  the 
FERC? 

Mr.  Nordhaus.  Under  the  administration  proposal,  and  I  think 
under  most  of  the  other  proposals,  the  dams  themselves  would  not 
be  sold.  They  would  remain  under  Federal  ownership  and  control 
and  the  current  responsibilities  for  safety  that  are  vested  in  the 
Army  Corps  of  Engineers  and  the  Bureau  of  Reclamation  would  re- 
main where  they  are. 

I  don't  believe  that  the  dam  safety  regulation  of  the  Federal  En- 
ergy Regulation  Commission  would  necessarily  be  implicated  by 
the  types  of  sales  proposals  that  we're  talking  about  here. 

Mr.  ScHAEFER.  Well,  there  are  some  dams  that  are  being  pro- 
posed to  be  sold,  and  I,  and  I'm  sure  other  members  of  the  commit- 
tee, don't  want  these  sold  and  then  have  a  safety  risk. 

Mr.  Nordhaus.  Yes.  Well,  there  are  some  proposals  to  sell  whole 
systems.  For  instance,  there's  a  proposal  to  sell  the  whole  Central 
Valley  project  in  California.  If  the  dams  passed  out  of  Federal  own- 
ership also  and  the  whole  operation  were  licensed,  then  it  would 
fall  within  the  dam  safety  regime  of  the  Federal  Energy  Regulatory 
Commission.  We  believe  that  would  be  the  appropriate  result. 

Mr.  SCHAEFER.  Would  the  gentlelady  care  to  comment? 

Ms.  MOLER.  We  run  a  major  dam  safety  program,  where  the  fa- 
cilities are  owned — the  dam  itself,  if  you  will — are  owned  by  the  li- 
censee. It  is  a  well  respected  program.  We  would  be  entirely  com- 
fortable continuing  to  do  that.  This  is  one  of  the  kinds  of  issues 
that  would  need  to  be  clarified. 

If  the  dam  is  sold,  clearly  we  should  have  authority  to  ensure 
that  it  is  safe  and  we  inspect  them  regularly,  we  require  consult- 
ants to  inspect  them,  and  so  forth.  We  have  a  rigorous  program. 

Mr.  SCHAEFER.  So  even  if  it  is  privatized,  an  individual  corpora- 
tion or  private  party  owns  the  dam,  you  still  then  would  retain  the 
authority  of  inspection. 

Ms.  MOLER.  Absolutely. 

Mr.  SCHAEFER.  That's  good.  When  FERC  licenses  hydroelectric 
facilities,  it's  generally  for  a  term  of  25  years,  as  I  understand  it. 

Ms.  MoLER.  It  can  be  25  years.  It  can  be  as  long  as  50,  legally. 

Mr.  SCHAEFER.  Would  you  support  legislation  that  would  pri- 
vatize dams  that  would  not  have  to  be  licensed  for  25  years? 

Ms.  MOLER.  I'm  not  sure  I  understand  the  question,  sir. 

Mr.  SCHAEFER.  Well,  if  the  legislation  itself  licensed  the  dams  for 
25  years. 

Ms.  MoLER.  I  think  if  you  want  to  transfer  these  and  deal  with 
the  licensing  issue,  we  have  suggested  to  the  Resources  Committee 
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that  there  be  an,  if  you  will,  an  almost  automatic  grant  of  an  initial 
license.  And  there's  a  bunch  of  technical  things  that  we  would  have 
to  go  through,  but  you  really  need  to  give  whomever  acquires  it,  ab- 
racadabra, by  operation  of  law,  an  automatic  grant  of  a  license. 

Now,  whether  you  choose  10  years,  as  we  have  suggested,  wheth- 
er you  choose  25  years,  or  whether  you  choose  50  years,  you  need 
to  do  that  as  part  of  the  transfer. 

And  we  have  suggested  that  automatic  grant  by  operation  of  the 
statute  require  the  dam  to  continue  to  be  operated  in  the  way  it's 
now  operated,  so  you  wouldn't  disrupt  any  of  the  on-going  activi- 
ties. 

Then,  after  some  period  of  time,  we  would  then  suggest  respect- 
fully that  they  would  go  through  a  regular  relicensing  kind  of  oper- 
ation where  we  would  have  input  from  all  the  agencies  in  town  and 
it's  an  expensive  and  time-consuming  process,  but  that  we  then 
look  again  at  the  operation  of  the  dam.  And  we  would  be  happy  to 
provide  the  technical  aspects  to  you  that  we  have  suggested  to  the 
Resources  Committee. 

Mr.  SCHAEFER.  The  Chair  thanks  the  lady.  I  recognize  the  gen- 
tleman from  New  Jersey,  Mr.  Pallone. 

Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

Mr.  Nordhaus,  in  your  written  testimony  you  say  that  the  admin- 
istration opposes  Mr.  Foley's  legislation  because  it  provides  for  an 
auction  of  the  PMA  assets  and  because  enactment  would  result  in 
dramatic  rate  increases. 

Well,  he  obviously  doesn't  feel  that  way.  Would  you  just  comment 
on  that?  Maybe  flesh  that  out  a  little  more,  why  you  think  that's 
so  true. 

Mr.  Nordhaus.  Obviously,  as  I  believe  Mr.  Foley  pointed  out,  the 
extent  of  the  rate  impact  depends  on  how  the  bill  is  drafted.  A  cou- 
ple of  the  principal  bills  now  being  considered  in  the  House  would 
permit  rate  increases  to  end  users  of  10  percent  per  year,  which 
would,  in  effect,  double  the  consumers'  rates  in  10  years. 

And  translating  this  to  rate  increases  at  the  wholesale  level,  they 
could  be  very  significant  at  the  wholesale  level,  since  most  of  the 
utilities  that  purchase  power  from  the  PMA's  get  power  from  other 
sources.  For  instance,  if  a  wholesale  purchaser  purchased  20  per- 
cent of  its  power  from  a  PMA  and  80  percent  from  other  sources, 
a  10  percent  rate  increase  to  the  end  user  in  that  case  could  trans- 
late to  a  50  percent  or  more  wholesale  rate  increase. 

These  are  rate  increases  that  I  think  would  be  very  difficult  for 
the  purchasing  utilities  to  deal  with  in  the  normal  course  of  their 
business.  I  think  that,  both  from  the  point  of  view  of  the  utilities 
and  the  consumers,  permitting  rate  increases  of  this  scale  at  this 
pace  would  be  both  disruptive  and  very  difficult  for  some  consum- 
ers to  deal  with. 

Mr.  Pallone.  Okay.  I  would  going  to  ask  the — I  guess  we're  call- 
ing you  Chair  Moler  now,  right? 

Ms.  MOLER.  That's  what  the  President  called  me  when  he  gave 
me  my  job,  so  that's  what  I  am,  sir. 

Mr.  Pallone.  Why  were  the  PMA's  originally  treated  differently 
from  other  utilities  covered  by  the  Federal  Power  Act?  In  other 
words,  I'm  wondering  if  any  of  the  original  reasons  still  have  valid- 
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ity  or  is  it  simply  that  things  have  changed  and  there's  no  reason 
for  the  different  treatment  anymore. 

Ms.  MOLER.  Frankly,  I'm  not  familiar  with  why  that  was  done 
the  way  it  was.  I  mean,  you  were  investing  Federal  dollars  and 
they  were  Federal  assets,  and  the  principal  concern,  as  I  under- 
stand it  at  the  time,  was  making  sure  that  the  debt  was  repaid, 
and  they  wanted  to  provide  power.  I  don't  think  there  was  really 
a  focus  at  the  time  on  the  rate  aspects,  as  much. 

Mr.  Pallone.  But  it's  not  valid  anymore,  to  treat  them  dif- 
ferently? 

Ms.  MOLER.  I  don't  really  have  an  opinion  on  that,  sir. 

Mr.  Pallone.  Okay.  Well,  I  guess  I'm  trying  to  figure  out  really 
if  there's  a  problem  already,  regardless  of  whether  the  PMA's  are 
sold.  In  other  words,  does  the  special  status  of  the  PMA's,  under 
the  Federal  Power  Act,  for  the  hydrolicensing,  rate  review,  trans- 
mission, does  that  compromise  FERC's  ability  to  pursue  national 
policy  or  good  national  policy? 

Ms.  MoLER.  There  are  holes  in  what  we  have  jurisdiction  over. 
Some  of  the  PMA's  right  now  are  talking  about  becoming  open  ac- 
cess transporters,  for  example.  Bonneville,  I  talked  to  the  Adminis- 
trator of  the  Bonneville  Power  Administration  last  week,  they're 
proposing — they  have  made  a  commitment  to  propose  and  open  ac- 
cess tariff. 

But  we  really  don't  have  a  way  to  force  that  to  happen  right  now, 
and  some  of  them,  as  you  are  well  aware,  are  major  transporters 
of  energy.  They  own  major  transmission  facilities,  particularly  in 
the  West. 

So  they  are  not  open  access  right  now,  and  we  are  concerned 
about  that. 

Mr.  NORDHAUS.  Could  I  just  reinforce  a  couple  of  things  that 
Chair  Moler  said?  The  question  of  the  transmission  access  to  the 
PMA's  transmission  system  under  their  current  management  re- 
gime is  one  that  the  Department  is  looking  at.  It's  complicated  by 
market  and  other  concerns  the  PMA's  have,  but  I  would  like  to  as- 
sure the  committee  that  the  Department  is  taking  administrative 
steps  to  move  in  the  direction  of  much  greater  open  access,  and 
we're  going  to  try  to  do  it  as  soon  as  possible. 

That  may  not  be  a  substitute  for  regulatory  authority  of  the  type 
that  Chair  Moler  suggests,  but  I  did  want  to  make  sure  that  the 
committee  was  aware  of  the  Department's  efforts  in  this  regard. 

Mr.  Pallone.  Okay,  thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Schaefer.  I  thank  the  gentleman  and  we'll  come  back  to 
him  if  he  has  any  other  questions.  I  recognize  the  gentleman  from 
North  Carolina,  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Mr.  Nordhaus,  I  received  a  letter  from  Alice  Rivlin,  and  in  that 
letter  she  confirmed  to  me  that  a  portion  of  the  annual  appropria- 
tion that  goes  to  PMA's  is  designated  to  go  toward  the  purchase  of 
power. 

I  guess  my  question  would  be  what  percentage  of  the  govern- 
ment's power  is  currently  purchased  from  PMA's  and  after  they're 
sold,  do  you  have  any  estimates  on  what  the  increased  cost  would 
be  to  the  Federal  Government? 


45 

Mr.  NORDHAUS.  The  question  is  what  percent  of  the  PMA's  power 
sales  are  sales  to  the  Federal  Government  as  an  end  user? 

Mr.  Burr.  Or  what  percentage  of  the  government's  power  that's 
purchased. 

Mr.  NORDHAUS.  I  don't  have  that  number  at  my  fingertips.  I  may 
be  able  to  get  it  to  you  in  the  course  of  the  hearing  or  shortly  there- 
after. 

Just  looking  at  DOE,  I  believe  that  probably  around  20  or  30  per- 
cent of  DOE's  power  purchases  are  from  the  Power  Marketing  Ad- 
ministrations. Overall,  I'll  have  to  get  back  to  you.  We  may  be  able 
to  give  you  that  number  during  the  course  of  the  hearing. 

[The  following  information  was  received  for  the  record:] 

Percent  of  Federal  Government  Electricity  Purchased  From  PMA's 

According  to  the  Annual  Report  to  Congress  on  Federal  Government  Energy  Man- 
agement and  Conservation  Programs,  Fiscal  Year  1993,  issued  by  the  U.S.  Depart- 
ment of  Energy  in  March  1995,  net  energy  consumption  from  all  sources,  including 
electricity,  at  point  of  use  by  the  Grovernment  of  the  United  States  in  FY  1993  was 
estimated  to  be  nearly  1.25  Quadrillion  British  Thermal  Units  (quads).  Figure  1  on 
p.  12  of  the  Annual  Report  shows  that  15.4  percent  of  the  1.25  quads  was  Federal 
consumption  of  energy.  Using  a  conversion  factor  of  3,413  Btu  per  kilowatthour 
(kWh)  results  in  an  estimate  of  total  Federal  electricity  consumption  in  FY  1993  of 
56  billion  kWh. 

Direct  sales  by  the  Power  Marketing  Administrations  (PMA's)  to  Federal  agencies 
totaled  almost  4  billion  kWh  in  FY  1993.  Hence,  6  percent  of  total  Federal  net  en- 
ergy consumption  in  FY  1993  was  purchased  directly  from  the  PMA's. 

PMA's  also  provide  power  indirectly  to  Federal  agencies  by  selling  power  at  whole- 
sale to  other  utilities  that  blend  the  PMA  power  with  other  power  supplies  and  then 
resell  it  to  thousands  of  Federal  facilities  at  retail  rates.  No  attempt  has  been  made 
to  estimate  indirect  PMA  sales  to  Federal  agencies. 

Mr.  SCHAEFER.  Would  the  gentleman  yield? 

Mr.  Burr.  Yes. 

Mr.  Schaefer.  Any  member  of  the  committee  who  wishes  to  put 
written  questions  to  any  of  the  witnesses  certainly  will  be  allowed. 

Mr.  Burr.  Thank  you,  Mr.  Chairman,  and  I  will  exercise  that  on 
a  few  because  I  think  there  are  a  lot  of  questions  on  this  that  re- 
main unanswered.  And  I  think  one  of  the  responsibilities  that  we 
have  is  to,  along  the  lines  of  what  Mr.  Norwood  said,  to  make  sure 
that  from  a  fiscal  standpoint,  this  is  a  correct  move  for  us  to  do, 
versus  a  knee-jerk  reaction  to  what  we  perceive  to  be,  some  of  us 
perceive  to  be  a  way  to  address  the  budget  on  a  short-term  basis. 

Let  me  go  to  another  statement  from  you,  Mr.  Nordhaus.  "One 
issue  of  particular  concern  in  connection  with  the  auction  sale  of 
PMA  facilities  to  investor-owned  utilities  regulated  by  FERC  is  the 
extent  to  which  the  purchase  price  of  the  facilities  can  be  included 
in  rate  base.  As  a  general  rule,  a  purchasing  utility  may  include 
in  its  rate  base  the  book  cost  of  the  purchasing  asset." 

And  I  guess  my  question  is  can  you  sort  of  expand  on  that  state- 
ment just  a  little  bit? 

Mr.  Nordhaus.  There  is  a  long-standing  principle  of  utility  regu- 
lation, which  probably  goes  back  to  the  turn  of  the  century,  that 
does  not  permit  a  utility  that  purchases  an  asset  from  another  util- 
ity to  include  in  the  purchasing  utility's  rate  base  any  portion  of 
the  purchase  price  in  excess  of  the  book  cost  of  the  selling  utility. 

This  is,  I  think,  a  fairly  well  established  principle  of  rate-making, 
one  that,  however,  has  lots  of  recognized  exceptions  to  it,  so  I 
wouldn't  say  it's  immutable. 
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But  I  think  in  this  context,  it  could  be  particularly  troublesome 
to  a  purchaser.  There  could  end  up  being  questions  in  the  pur- 
chaser's mind  as  to  whether,  if  the  purchaser  bid  more  than  the 
book  cost  of  the  asset,  that  higher  cost  could  be  recovered  in  the 
purchaser's  rates. 

If  the  purchaser  did  not  have  that  confidence,  then  the  purchaser 
probably  would  not  bid  as  much  as  the  purchaser  otherwise  would. 

My  view  is  this  is  probably  something  that  needs  to  be  clarified 
if  the  auction  sale  approach  is  adopted,  so  that  the  purchasers 
know,  one  way  or  the  other,  what  the  rules  are  going  to  be. 

I  think  the  worst  outcome  from  the  Federal  Government's  point 
of  view  would  be  to  get  a  depressed  purchase  price  because  of  con- 
cern as  to  whether  this  rule  would  apply,  and  then  have  it  later 
determined  that  the  rule  did  not  apply,  so  that  the  purchaser 
would  be  able  to  increase  its  rates  even  though  the 

Mr.  Burr.  You've  accomplished  raising  my  concern  about  this 
given  area,  and  the  chairman  has  a  very  quick  clock  today. 

Let  me,  if  I  could,  just  ask  a  follow-up,  given  that  a  utility  pur- 
chases a  PMA  and  Mr.  Foley's  bill  or  Mr.  Klug's  bill  or  some  legis- 
lation that  we  write  limits  the  ability  of  that  utility  to  raise  the 
rates  on  those  ratepayers,  is  there  anything  that  prohibits  them 
from  shifting  that  extra  cost  over  to  existing  ratepayers? 

Mr.  NORDHAUS.  Under  traditional  rate-making 

Mr.  Burr.  We  call  it  cost-shifting  downstairs  in  the  health  care 
hearings. 

Mr.  NORDHAUS.  Rate-making  is  changing  and  it's  hard  to  say 
what  this  will  look  like  10  years  from  now,  but  under  traditional 
precepts  anjrway,  if  you  can't  get  it  into  rate  base  at  all,  then  you 
cannot  recover  it  from  customers.  But  there  may  be  some  exercise 
of  creativity  that  would  permit  this  to  occur.  I  don't  know. 

Mr.  Burr.  Can  I  turn  to  Chair  Moler?  I'll  stay  with  the  title  that 
everybody  feels  comfortable  calling  you.  The  expression  on  your 
face  every  time  we  say  it  is  quite  unique. 

Ms.  Moler.  I've  gotten  used  to  it,  sir. 

Mr.  Burr.  Would  you  like  to  comment  on  that? 

Ms.  Moler.  Basically  what  you're  asking  is  if  an  lOU,  for  exam- 
ple, acquires  PMA  assets  and  they  can't  increase  the  rates  for  sales 
from  those  assets,  if  they  can  then  charge  their  own  proposed  rates 
that  would  charge  their  own  customers  for  the  PMA  assets?  Am  I 
correct? 

Mr.  Burr.  Well,  if,  in  fact,  they're  held  to  a  structure  of  increases 
for  the  utility  users  that  they  have  accessed  in  the  purchase  of  the 
PMA,  can  they  raise  rates  on  their  prior  population  of  utility  users 
to  offset  the  cost  of  this  purchase? 

Ms.  Moler.  They  should  not  be  able  to  do  that. 

Mr.  Burr.  I'm  getting  real  concerned  that,  like  Dr.  Norwood,  that 
this  is  not  a  great  deal.  And  I  know,  Mr.  Chairman,  we're  past  that 
point  and  we're  dealing  more  with  the  regulatory  side,  but  one 
question  that  I  would  have  to  ask  you  is  as  you  raise  questions  and 
we  raise  questions  and  we  suggest  that  there  has  to  be  open  trans- 
mission access,  licensing  of  the  generation  facilities,  rate  regulation 
and  enforcement,  I  guess  I  would  ask  you  how  much  cost,  through 
doing  all  of  this,  do  we  place  on  FERC,  in  additional  people  to  fol- 
low through,  to  see  that  all  of  this  exists? 
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I  mean,  are  you  going  to  come  back  next  year  and  say,  "You 
know,  you've  sold  these  PMA's  and  we  need  X  amount  of  money  as 
an  increase  in  our  annual  budget  because  you've  put  all  this  addi- 
tional work  on  us"? 

Ms.  MoLER.  We  have  noticed  that  we  have  a  lot  of  new  work  to 
do  with  less  money  to  do  it,  so  we  already  have  that  problem.  This 
would  clearly 

Mr.  Burr.  I  am  doing  everything  I  can  not  to  contribute  to  that. 

Ms.  MoLER.  And  we  appreciate  that.  We  should  be 

Mr.  Burr.  Is  that  something  we  should  be  concerned  with? 

Ms.  MOLER.  I  really  don't  think  the  problem  you  pose  is  a  real 
problem.  We  have  rate  allocation  authority.  We  can  make  sure  that 
customers  just  get  charged  for  the  facilities  that  serve  them.  And 
I'm  sure  the  States  who  have,  after  all,  the  retail  rate-making  au- 
thority, would  be  zealous  in  ensuring  that  their  customers  don't 
pay  for  assets  that  they  aren't  using. 

It  would,  of  course,  be  most  useful  if  you  would  deal  with  this 
issue  in  the  already  legislation.  But  I  don't  think  in  the  real  world 
it's  a  real  problem. 

Mr.  BuRR.  Thank  you.  Mr.  Chairman,  I  yield  back.  I  hope  we 
have  a  second  round. 

Mr.  SCHAEFER.  Yes,  the  gentleman  will  have  another  one.  The 
gentleman's  time  has  expired. 

Chair  Moler,  FERC  has  spent  a  great  deal  of  time  addressing 
this  issue  of  recovery  of  stranded  costs.  I'd  like  to  ask  does  the 
issue  of  these  stranded  costs  fit  in  with  an  investor-owned  utility 
purchase  of  PMA  facilities? 

Ms.  MOLER.  I  don't  think  so.  Stranded  costs  is  a  very  critical 
issue  in  an  open  access  environment,  so  that  the  utilities  can  make 
sure  that  they  can  recover  the  investments  they  have  already  made 
and  been  required  to  make  under  an  obligation  to  serve. 

But  I  don't  believe  that  they  would  be  foolhardy  enough  to  pay 
more  than  they  think  they  can  absorb,  pay  more  for  the  PMA's 
than  they  think  the  market  will  bear  in  a  competitive  environment, 
and  then  have  the  audacity  to  suggest  that  it's  a  stranded  cost. 

We  have  a  notice  of  proposed  rulemaking  on  the  street  that  deals 
with  stranded  costs.  We  have  said  that  utilities  cannot  come  in 
with  any  new  stranded  cost  proposals  for  new  facilities  that  are  put 
in  service  unless  they  deal  with  it  contractually.  So  I  think  they 
wouldn't  make  that  mistake. 

Mr.  ScHAEFER.  So  a  purchaser  of  a  PMA,  could  they  seek  strand- 
ed costs  as  a  result  of  purchasing  the  PMA  assets? 

Ms.  Moler.  I  don't  believe  that — we're  saying  in  our  proposed 
rulemaking  that  they  can  recover  costs  that  are  stranded  as  a  re- 
sult of  the  rulemaking,  if  you  will.  This  would  not  be  as  a  result 
of  the  rulemaking. 

Mr.  SCHAEFER.  I  see. 

Ms.  MOLER.  And  I  just  don't  think  that's  a  concern. 

Mr.  SCHAEFER.  So  it  really  wouldn't  be  a  stranded  cost,  then. 

Ms.  Moler.  No,  it  would  be  a  new  asset,  I  think  is  the  way  they 
would  view  it,  and  they  would  also  view  the  transmission  as  a  way 
to  open  up  new  markets  hopefully,  if  they  acquired  them. 

Mr.  SCHAEFER.  Well,  then,  if  it  wouldn't  be  a  stranded  cost,  could 
it  cause  other  utility  investments  to  be  stranded  costs? 
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Ms.  MOLER.  I  don't  see  that  as  an  issue.  I'll  think  about  it  and 
talk  to  people  and  if  I  change  my  mind,  I'll  let  you  know,  but  I 
don't  think  it's  an  issue. 

Mr.  SCHAEFER.  There  will  be  a  lot  of  these  technical  things.  As 
Mr.  Burr  indicated,  if  indeed  legislation  starts  to  move  in  this  di- 
rection, we're  going  to  have  to  be  asking  a  lot  of  these  questions. 

Transmission  access,  what  would  be  the  result  of  not  requiring 
open  access  transmission  over  any  privatized  PMA  facilities? 

Ms.  MOLER.  Then  they  could  block  access  where  utilities  want  to 
shop  for  power. 

Mr.  NORDHAUS.  Subject  to  their  rights  under  211. 

Mr.  SCHAEFER.  I'm  sorry? 

Ms.  MOLER.  Under  the  Energy  Policy  Act  of  1992,  we  have  au- 
thority to  order  transmission  access  on  a  case-by-case  basis.  We've 
found  the  process  doesn't  work  very  well.  We're  doing  the  best  we 
can  with  it. 

Mr.  SCHAEFER.  But  even  if  that  was  privatized? 

Ms.  MOLER.  If  they  were  privatized  and  if  you  didn't  deal  with 
the  open  access  issue  in  the  legislation,  we  have  authority  to — we 
believe  we  have  authority  to,  under  the  Power  Act,  to  require  the 
lOU's  to  open  up. 

The  problem  would  come  about,  theoretically,  if  the  PMA  assets, 
transmission  lines,  were  acquired  by  an  electric  power  cooperative 
or  a  municipal  utility  and  there  we  would  have  to  proceed  case-by- 
case,  though  a  lot  of  the  municipals  are  telling  us  that  they  are  in 
favor  of  open  access.  Indeed,  they  supported  the  legislation  in  the 
first  place  and  were  the  prime  movers  of  the  legislation,  and  they 
are  telling  us  they're  going  to  open  up,  but  we  don't  have  tariff  fil- 
ings from  them  yet. 

Mr.  SCHAEFER.  Is  there  any  privatization  scenario  under  which 
a  purchaser  of  a  PMA's  transmission  facilities  would  not  be  subject 
to  the  transmission  access  provision  of  the  Federal  Power  Act? 

Ms.  MoLER.  I  don't  think  so  but  the  question  would  be  whether 
you  want  us  to  have  to  proceed  case-by-case  and  through  a  really 
cumbersome  process  or  whether  you  just  want  to  require  it  as  a 
condition  of  the  sale. 

Mr.  NORDHAUS.  Mr.  Schaefer,  I  was  going  to  mention  that  there 
would  be  a  gap  in  existing  law  that  would  not  permit  the  Federal 
Energy  Regulatory  Commission  to  impose  its  open  access  rules  on 
a  cooperative  or  a  municipal  purchaser  of  a  transmission  asset. 

However,  the  Department  would  intend,  assuming  it  had  general 
conditioning  authority,  to  condition  any  sale  of  transmission  assets 
on  the  purchaser  providing  open  access  transmission  services.  It 
may  be  that  it  would  be  more  desirable  to  have  a  statutory  provi- 
sion, but  we  would  try  to  take  care  of  that  administratively. 

Mr.  Schaefer.  Yes,  there  is  a  gap  there  and  so  maybe  we  would 
have  to  amend  the  Federal  Power  Act. 

Mr.  NORDHAUS.  Yes,  sir. 

Ms.  Moler.  In  addition,  sir,  it's  trivial  but  we  have  authority  to 
order  a  co-op  or  municipal  to  carry  for  an  individual  transmission 
or  to  open  its  system,  but  we  don't  have  it  for  an  individual  appli- 
cation. We  don't  have  authority,  even  under  the  existing  law,  on  a 
case-by-case  basis,  to  require  them  to  carry  for  anybody  who  shows 
up. 
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So  again,  it's  case-by-case.  It's  expensive.  It's  time-consuming. 

Mr.  SCHAEFER.  The  Chair  just  has  one  more  question.  Would 
there  be  any  competitive  advantage  to  a  purchaser  not  being  sub- 
ject to  the  open  access  rulemaking? 

Ms.  MOLER.  Yes.  If  they  have  expensive  power,  they  don't  want 
to  let  the  folks  with  the  cheap  power  to  sell  into  their  service  terri- 
tory. 

Mr.  SCHAEFER.  I  understand.  I  recognize  the  gentleman  from 
New  Jersey. 

Mr.  Pallone.  I'm  just  going  to  go  back.  Chair  Moler,  to  the 
PMA's  being  treated  differently  from  other  utilities  under  the  Fed- 
eral Power  Act. 

What  would  be  the  impact  if  the  PMA's  were  sold  off  and  the 
successors  are  not  treated  like  other  utilities?  In  other  words, 
would  we  be  making  things  worse  than  under  current  law  if  we 
sold  the  PMA's  without  putting  them  on  an  equal  footing? 

Ms.  MOLER.  Yes. 

Mr.  Pallone.  In  your  testimony,  you  pointed  out  that  the  legisla- 
tion should  give  direction  as  to  whether  the  dams  and  generating 
facilities  connected  with  the  PMA  hydropower  should  be  licensed 
like  private  dams.  I  guess  I'm  still  not  clear  on  this  whole  idea  of 
how  you're  selling  off  the  generating  facilities  but  not  the  dams  and 
where  that  line  is  drawn.  Do  you  want  to  comment  on  it? 

Ms.  Moler.  In  your  mind,  think  of  a  Corps  of  Engineers  flood 
control  project. 

Mr.  Pallone.  That's  easy. 

Ms.  Moler.  Okay,  there  are  lots  of  them.  Somebody  gets  a  bright 
idea  that  they  want  to  put  an  engine,  a  generator,  on  the  Corps 
project. 

Mr.  Pallone.  Right. 

Ms.  Moler.  Okay?  The  Corps  owns  the  facilities,  but  a  co-op  or 
an  investor-owned  utility  can  own  the  generating  capacity  at  that 
dam. 

So  the  question  is  whether  you  want  to  sell,  in  this  privatization, 
whether  you  want  to  just  sell  the  generator,  the  jet  engine,  if  you 
will,  or  whether  you  want  to  sell  the  whole  Corps  project. 

Mr.  Pallone.  Okay.  But  it  just  seems  to  me  that  having  them 
under  two  different  regimes  may  cause  some  problems  somewhere 
down  the  line. 

Ms.  Moler.  It  does  from  time  to  time  cause  problems  now.  We 
make  our  licensees,  where  they  are  locating  at  Corps  projects,  be 
subject  to  the  Corps'  flood  control  requirements.  We  have  messy 
pending  cases  right  now  where  the  operating  regime  is  confused. 
And  if  the  water  is  on  the  rise,  how  close  does  it  have  to  get  to 
flood  stage  before  the  Corps  takes  over,  and  that  sort  of  thing. 

It's  a  fact  of  life.  If  you  want  to  get  the  ability  to  generate  power 
at  those  dams  and  contribute  hydropower  production,  then  we  try 
to  make  it  work  now.  It  works  well  at  lots  of  places. 

Mr.  Pallone.  I  guess  I  want  to  be  clear  in  understanding,  since 
the  FERC  has  to  balance  the  environmental  and  development  val- 
ues in  the  hydro  licensing,  in  the  procedures,  does  it  mean  that 
some  of  these  PMA-related  facilities  might  not  be  able  to  be  li- 
censed? I  mean,  is  that  going  to  happen? 


50 

Ms.  MOLER.  Well,  we  think  it's  a  question  that  should  be  an- 
swered in  the  legislation. 

Mr.  Pallone.  Okay. 

Ms.  MoLER.  Who's  in  charge?  If  we're  not,  the  States  might  think 
they're  in  charge. 

Mr.  Pallone.  But,  I  mean,  that's  going  to  affect  their  market 
value  obviously. 

Ms.  MOLER.  Unless  you  answer  this  question,  people  won't  bid  as 
much  for  these  things.  It's  real  basic. 

Mr.  Pallone.  Well,  apart  from  maximizing  the  sale  value  of  the 
PMA's,  is  there  any  reason  to  continue  exempting  these  hydro  fa- 
cilities from  the  laws  which  govern  everyone  else? 

Ms.  MOLER.  We,  of  course,  think  not. 

Mr.  Pallone.  Have  you  commented  on  the  equities  of  selling  the 
PMA's;  in  other  words,  either  with  respect  to  the  impact  on  the 
ratepayers  or  the  impact  on  their  entry  into  this  increasingly  com- 
petitive national  electricity  market? 

Ms.  MoLER.  No,  sir. 

Mr.  Pallone.  And  you  don't  want  to? 

Ms.  MoLER.  The  administration  has  a  proposal.  We  have  particu- 
lar concerns  about  what  is  within  our  bailiwick. 

Mr.  Pallone.  Okay.  Well,  is  the  mere  fact  of  selling  them  a  com- 
petitive concern,  or  does  it  depend  more  on  how  you  go  about  it? 

Ms.  MoLER.  I  don't  think  the  mere  fact  of  selling  them  is  a  com- 
petitive concern,  no. 

Mr.  Pallone.  But  the  way  we  go  about  it  is  obviously  going  to 
matter. 

Okay,  those  are  all  my  questions,  Mr.  Chairman. 

Mr.  Schaefer.  I  thank  the  gentleman  and  would  recognize  the 
gentleman  from  North  Carolina  again,  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Ms.  Moler,  what's  the  physical  condition  of  the  dams  that  are  out 
there  in  PMA's  today?  To  your  knowledge,  are  there  any  of  those 
that  today  FERC  would  not  license? 

Ms.  Moler.  We  really  don't  have  any  information  about  a  lot  of 
them  because  we  don't  have  any  responsibility  for  a  lot  of  them.  I 
mean,  the  Corps  knows  a  lot  about  dams.  Actually,  we  have  a  coop- 
erative sort  of  information-sharing  arrangement  with  the  Corps 
and  do  inspect  a  couple  of  them  for  them  on  a 

Mr.  Burr.  But  it's  their  responsibility? 

Ms.  Moler.  But  they're  in  charge  of  those  dams,  yes,  sir. 

Mr.  Burr.  If  the  FERC  has  the  authority  to  really  withhold  li- 
censing, should  FERC  be  given  the  ability  to,  at  some  point  in  the 
future,  on  any  of  these  facilities  that  PMA's  own,  to  make  the  deci- 
sion, "No,  we're  not  going  to  continue;  we're  not  going  to  give  you 
your  hydroelectric  license"?  Should  you  have  that  ability? 

Ms.  Moler.  We  believe  that  we  have  authority  under  the  exist- 
ing law.  Certainly  we  have  authority  to  deny  licenses  in  the  first 
place  because  we  determine  that  they're  anathema  to  the  environ- 
ment or  aren't  economic,  or  whatever. 

We  also  believe  that  we  have  authority  under  existing  law  for  the 
rest  of  the  dams  to  say  that  a  project  which  has  been  operating  for 
a  number  of  years  should  not  be  relicensed  because  it  has  such  a 
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terrible  environmental  record  or  we  just  cannot  mitigate  the  dam- 
ages. 

Mr.  Burr.  And  of  course,  the  difference  that  we're  talking  here 
is  that  we're  preparing  to  take  these  PMA's  and  sell  them.  We're 
asking  people  to — we're  trying  to  maximize  the  sales  cost. 

Now,  I  think  we  might  question  as  to  how  much  we're  trying  to 
maximize  it  because  I  think  we're  spending  a  lot  of  time  talking 
about  conditions,  and  I  think  that's  right.  Please  don't  take  that 
the  wrong  way. 

One  of  the  things  that  Mr.  Foley  raised  in  his  bill  was  a  10  per- 
cent annual  cap  on  rates,  and  I  would  ask  you  if  either  one  of  you 
have  read  that  bill.  The  way  I  read  it,  that  is  not  a  retail  cap;  it 
is  a  wholesale  cap. 

Mr.  NORDHAUS.  I  had  read  it  the  other  way. 

Mr.  BURR.  You'd  read  it  the  other  way? 

Mr.  NORDHAUS.  But  let  me  take  a  look  at  it. 

Ms.  MOLER.  It  talks  in  terms  of  "Each  purchaser  of  electric  power 
generation  facilities  providing  electric  power  to  customers  within 
any  region."  So  to  me,  you  can  read  it  as  either  wholesale  or  retail. 

Mr.  Burr.  If  you  read  it  as  retail,  do  we  preempt  state  authority 
in  that  legislation?  If  I  understood  you  correctly  earlier,  the  States 
have  the  jurisdiction  to  set  retail  rates. 

Mr.  NORDHAUS.  Conceptually,  I'd  regard  it  as  a  condition  of  sale 
but  the  purchaser  is  bound  not  to  increase  rates  more  than  that 
amount.  The  State  could  not  authorize  an  increase  beyond  the  10 
percent,  but  would  be  free  to  hold  down  the  rate,  assuming  we're 
talking  about  retail  rates.  Let  me  go  back  a  step. 

The  sales  condition  is  at  the  wholesale  level,  that  is,  it  is  a  condi- 
tion in  a  contract  between  DOE  and  the  PMA  purchaser,  which  will 
be  a  wholesale  seller.  However,  this  contract  condition  restricts 
rate  increases  which  would  flow  down  to  ultimate  consumer  and  at 
the  ultimate  consumer  level  it  could  not  be  more  than  10  percent. 
Thus,  the  contract  would  apply  at  the  wholesale  level  and  the  State 
would  regulate  at  the  retail  level. 

So  I  would  think  that  the  State  would  have  latitude  to  go  about 
its  business  of  rate  regulation 

Mr.  Burr.  But  not  to  exceed  10  percent. 

Mr.  NORDHAUS.  Well,  I'm  not  sure  that  would  be  read  that  way 
because  this  is  a  contract  restriction  on  an  entity  the  State  does 
not  regulate.  We'd  have  to  see  how  it  would  be  administered. 

Mr.  Burr.  If  my  concern  or  the  concern  of  any  Member  of  Con- 
gress is  with  the  retail  consumer  in  their  district  who  is  now  the 
recipient  of  PMA  power,  making  sure  that  the  annual  increase — 
that  there's  not  a  rate  shock  there,  do  we  need  to  adjust  the  word- 
ing in  that  legislation,  and  can  we?  What  problems  do  we  run  into 
when  we  circumvent  the  state  power? 

Mr.  NORDHAUS.  This  is  a  pretty  complicated  situation.  First,  be- 
cause the  wholesale  customers  are  cooperatives  and  municipal  fa- 
cilities, in  many  cases  they're  not  regulated  by  the  State  at  all.  I 
think  municipals  are  regulated  in  20  States  and  co-ops  in  30 
States,  something  like  that.  I  don't  have  the  current  figures.  That's 
the  first  question. 

The  second  question  is:  you're  trying  to  have  a  limitation  that  ap- 
plies in  the  contract  between  the  Federal  Government  and  the  util- 
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ity  that's  purchasing  the  assets  and  is  going  to  resell  the  power  to 
another  utility,  which  is  going  to  sell  the  power  to  ultimate  con- 
sumers, how  you  administer  this  10  percent  limitation  at  the 
wholesale  level  when  it's  to  be  measured  at  the  retail  level.  This 
is  something  that  I  think  would  require  considerable  work,  both 
from  a  statutory  point  of  view  and  from  an  administrative  point  of 
view. 

You  may  decide  you  want  to  look  at  reformulating  the  limitation 
so  that  it's  a  little  easier  to  administer. 

Mr.  Burr.  I  know  the  chairman  is  going  to  yank  my  time  be- 
cause I  have  abused  it,  and  I  would  like  to  follow  up  some  of  the 
areas  that  I've  headed  into  with  questions  to  both  of  you,  but  let 
me  just  end  by  saying  we  have  talked  about  conditions  of  future 
licensing,  we've  talked  about  rate  caps,  we've  talked  about  open 
transmission  access. 

I  would  just  like  to  ask  both  of  you,  if  you  were  in  the  market 
to  buy  a  hydroelectric  facility,  given  the  conditions  that  I  think  are 
going  to  be  on  this  when  we  finally  end  up,  would  you  be  in  the 
market  to  buy  one  of  these  PMA's? 

Ms.  MOLER.  I  would  respectfully  defer  to  the  testimony  of  those 
people  who  are  in  the  marketplace,  and  you're  about  to  hear  from 
them.  They  are  telling  you  that,  and  I've  read  the  testimony,  that 
there  are  people  v/ho  are  vitally  interested  in  purchasing  these  as- 
sets. 

So  they  know  more  about  that  than  I  do. 

Mr.  Burr.  I  think  we're  all  in  agreement.  At  which  cost  is  yet 
to  be  determined,  and  I  think  that's  where  we  have  a  responsibil- 
ity. 

I  thank  both  of  you.  Mr.  Chairman,  I  yield  back  the  remainder 
of  my  time. 

Mr.  SCHAEFER.  The  gentleman  has  already  used  time  in  the  next 
round.  The  Chair  is  not  certainly  going  to  cut  him  off.  If  he  still 
has  some  more  questions,  we're  certainly  going  to  recognize  him 
again. 

The  Chair  recognizes  the  gentlelady  from  Arkansas,  Mrs.  Lam- 
bert Lincoln. 

Mrs.  Lincoln.  Thank  you,  Mr.  Chairman. 

I  was  interested  in  the  answer  that  Mr.  Foley  gave  in  question- 
ing about  his  bill,  and  I  just  wanted  to  point  out,  as  I've  read  the 
text  or  the  outline  of  the  text  of  his  bill,  that  it  does  actually,  in 
section  3,  authorize  and  direct  to  the  Secretary  of  Energy  to  take 
such  steps  as  necessary  to  sell  all  electric  power  generation  facili- 
ties and  transmission  facilities. 

So  that  does  not  mean  just  the  generating  capability.  It  means 
the  actual  facility.  Have  you  read  his  bill,  Ms.  Moler? 

Ms.  Moler.  Yes,  I  have,  several  times. 

Mrs.  Lincoln.  Did  you  get  that  same  assumption  from  the  bill, 
that  he  was  actually  proposing  the  sale  of  the  facilities? 

Ms.  Moler.  I  don't  pretend  to  be  an  expert  on  his  bill  and  would 
respect  what  he  says  he  intended.  We  were  talking  about  the  hydro 
facilities  in  particular.  I  read  that  to  mean  that  you  sell  the  genera- 
tor and  the  other  stuff  that  has  to  do  with  the  hydroelectric  genera- 
tion, but  not  the  dam  itself 
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Mrs.  Lincoln.  But  then  doesn't  that  come  to,  I  guess,  the  prob- 
lem of  regulation  in  terms  of  you  will  have  to  immediately  license 
those  dams,  correct?  Do  you  license  only  the  turbines?  Do  you  li- 
cense the  dam  in  total? 

Ms.  MOLER.  If  they  are  government-owned  dams,  then  we  license 
only  the  turbine  and  the  operational  aspects  of  the 

Mrs.  Lincoln.  Not  the  concrete. 

Ms.  MoLER.  Not  the  concrete,  or  the  dirt,  as  the  case  may  be. 

Mrs.  Lincoln.  Okay.  But  you  would  immediately  have  to  license 
those  portions  of  the  generation  facilities,  correct? 

Ms.  MOLER.  You  would  have  to  deal  with  whether  we  have  to  im- 
mediately license  them.  While  you  were  away  I  did  say  that  we 
have  suggested  that  the  legislation  grant  a  license  for  a  period  of 
time. 

Mrs.  Lincoln.  Just  on  assumption? 

Ms.  MOLER.  No.  Just  say  as  part  of  this  sale,  this  authorization 
for  sale 

Mrs.  Lincoln.  You  get  a  10-year  waiver? 

Ms.  MOLER.  You  get  an  initial  10-year  license,  and  then  you  have 
to  go  in  for  a  relicense,  if  you  will.  And  we  would  need  lots  of  infor- 
mation about  how  to  go  about  doing  that  so  you'd  define  how  it  is 
currently  operated  and  respect  that  for  some  period  of  time,  be- 
cause otherwise,  you're  not  going  to  be  able  to  sell  these  things. 

Mrs.  Lincoln.  Well,  I  would  just  reiterate  the  words  of  my  col- 
league, Mr.  Norwood,  when  he  did  say  that  it  is  making  a  tremen- 
dous amount  of  money,  or  they  are.  I  know  Southwest  Power  Ad- 
ministration, at  the  cost  of  $21  million,  is  bringing  back  about  $92 
million  to  the  government. 

So  it's  not  really  that  broke  in  terms  of  when  we  talk  about  cost 
to  the  government  or  to  the  taxpayers.  I  think  it  is  paying  off. 

Back  to  the  dams,  will  all  of  the  dams  meet  licensing  require- 
ments under  your — there's  no  way  to  know? 

Ms.  Moler.  I'm  not  aware  of  any  big  problem  with  any  of  the 
PMA  dams  as  far  as  meeting  licensing  requirements.  I'm  sure  one 
can  get  into  a  lively  debate  about  whether  you  should  have  more 
or  less  water  flow  for  fish  and  wildlife  and  recreational  purposes 
and  so  on  and  so  forth,  but  I'm  not  aware  of  any  big  problem  about 
them. 

Mrs.  Lincoln.  Well,  in  your  testimony  you  state  that  "Absent  in- 
structions to  the  contrary  in  terms  of  the  legislation  presented,  the 
Federal  Power  Act  would  require  us  to  commence  licensing  pro- 
ceedings for  such  facilities."  And  then  you  go  on  to  say,  "giving 
equal  consideration  to  the  development  of  environmental  values  of 
the  project." 

So  in  essence,  you  do,  in  terms  of  that  licensing,  have  to  look  at 
all  aspects  of  that,  in  terms  of  environment;  is  that  right? 

Ms.  Moler.  Yes,  and  they  are  difficult,  protracted  proceedings. 

Mrs.  Lincoln.  In  terms  of  the  rate  caps  that  Mr.  Burr  was  talk- 
ing about,  is  that  some  of  what  you  were  alluding  to  earlier,  Mr. 
Nordhaus,  in  that  the  10  percent  could  be  50  percent? 

Mr.  Nordhaus.  My  reading  of  it  is  that  it's  10  percent  at  the  end 
user  level  and  that  10  percent  can  translate  into  a  quite  consider- 
able increase  at  the  wholesale  level  if  the  retailing  utility  gets  less 
than  100  percent  of  its  power  from  the  PMA,  from  the  former  PMA. 
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So  for  instance,  if  the  retailing  utility  got  10  percent  of  its  power 
from  the  former  PMA,  a  10  percent  rate  increase  at  the  end  user 
level  could  translate  to  a  100  percent  rate  increase  at  the  wholesale 
level.  And  that  type  of  increase  can  be  significantly  disruptive  for 
the  retailing  utility. 

Mrs.  Lincoln.  Is  this  somewhat  of  a  precedent  in  that  we  have 
never  really  written  into  statutes — I  don't  know,  and  I  guess  I'm 
really  asking  you  all — Federal  caps  on  retail  rates? 

Mr.  NORDHAUS.  Could  I  go  back  just  to  make  sure  that  the  com- 
mittee understands?  The  administration  proposal  was  to  build  rate 
protection  in  a  different  way,  by  giving  the  existing  firm  power  cus- 
tomers a  preferential  right  of  purchase  at  the  net  present  value  of 
the  future  repayment  stream  to  the  Federal  Government. 

And  our  conclusion,  after  having  looked  at  rate  caps,  was  that 
they  were  going  to  be  very  difficult  to  administer  and  that  the  pref- 
erential right  of  purchase  that's  provided  for  in  the  administration 
bill  is  a  better  mechanism  to  ensure  that  there  will  not  be  signifi- 
cant rate  impacts. 

I  am  unaware  of  any  provision  quite  like  the  rate  cap  in  other 
Federal  law.  In  my  view,  it  could  be,  with  some  work,  it  could  func- 
tion but  it's  going  to  have  to  be 

Mrs.  Lincoln.  It  is  somewhat  of  a  precedent,  then. 

Mr.  NoRDHAUS.  [continuing]  carefully  worked  out. 

Mrs.  Lincoln.  Well,  I  know  that  Ms.  Moler  and  the  folks  at 
FERC  have  worked  very  hard  to  not  step  on  the  toes  of  the  States 
and  have  done  an  excellent  job  in  that,  and  I  just  am  concerned, 
in  terms  of  what  we're  talking  about  here,  whether  we  are  seeing 
a  precedent  set  in  terms  of  setting  those  rates  in  a  statute. 

I  yield  back  the  balance  of  my  time,  Mr.  Chairman.  Thank  you. 

Mr.  SCHAEFER.  The  Chair  thanks  the  gentlelady  and  recognizes 
the  gentleman  from  Massachusetts,  Mr.  Markey. 

Mr.  Markey.  Thank  you,  Mr.  Chairman,  very  much. 

Can  you  tell  me,  Mr.  Nordhaus,  why  the  administration  has  not 
embraced  the  privatization  of  the  electricity  function  of  the  TVA? 

Mr.  Nordhaus.  For  similar  reasons  that  we  did  not  propose  to 
privatize  Bonneville,  and  that  is  concerns  as  to  the  marketability 
of  the  system.  Both  Bonneville  and  TVA  have  heavy  debt  loads 
from  their  nuclear  programs  or  nuclear  programs  they  were  partici- 
pating in,  and  it's  not  clear  that  even  if  the  administration  wanted 
to  put  these  systems  "on  the  block  that,"  that  at  this  point  the 
sales  price  would  be  equal  to  the  net  present  value  of  the  future 
payments  that  would  come  to  the  Federal  Government.  So  that 

Mr.  Markey.  Why  don't  you  put  them  on  the  block,  find  out  what 
the  price  is,  and  if  it's  not  reasonable — or  set  a  minimum  price 
going  in?  You  know,  auction  theory  has  a  wonderful  number  of 
variations  in  terms  of  how  it  can  be  constructed.  We're  seeing  that 
through  the  spectrum  auction  here.  We  realize  that  all  spectrum's 
not  equal.  All  PMA's  won't  be  equal. 

Mr.  Nordhaus.  There  are  a  couple  of  other  reasons  why  one 
would  have  concern  with  privatizing  these  two  systems.  The  first 
concern  is  whether  we'd  be  able  to  get  enough  money.  The  second 
concern  is  with  the  dominant  position  of  these  two,  Bonneville  and 
TVA,  in  their  respective  regional  markets,  both  as  transmitting 
utilities  but  also  as  sellers,  and  I  think  there  would  be  considerable 
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concern  about  market  power  in  the  hands  of  the  purchaser  of  the 
systems. 

The  third  concern  is  the 

Mr.  Markey.  Could  you  break  up  TVA  into  smaller  parts  and 
auction  them  off,  as  we're  doing  with  the  spectrum,  in  different 
parts?  We  don't  auction  off  the  whole  spectrum  to  one  big  company. 
We  could  probably  make  a  lot  of  money,  but  we  have  a  public  policy 
objective,  and  market 

Mr.  NORDHAUS.  I  don't  know,  is  the  answer.  The  third  concern 
I  was  going  to  raise,  Congressman,  was  particularly  with  Bonne- 
ville, and  I'm  less  familiar  with  TVA,  what  both  Bonneville  and 
TVA  do  is  run  an  integrated  system  where  they  calculate  the  flows 
for  the  whole  system  and  try  to  maximize  the  power  production 
from  a  whole  river  basin,  rather  than  from  individual  dams. 

Mr.  Markey.  I  appreciate  that  but  that's  just  an  accounting 
problem.  We  can  get  to  disaggregated  accounting  standards  that 
would  be  able  to  tease  it  out.  It  would  take  6  months,  perhaps,  be- 
fore you  could  set  up  the  auction,  but  you  clearly  could  do  that. 

Mr.  NoRDHAUS.  Respectfully,  there's  also  a  flow  management 
issue  here,  and  that  is 

Mr.  Markey.  In  other  words,  we  have  to  figure  out  the  tele- 
communications flows,  how  much  is  allocated  to  this  transmission 
switch  and  whatever,  and  it's  not  that  it's  easy,  but  you  can 
achieve  it.  Clearly,  then,  you  just  foist  the  thing  off  onto  the  State 
of  Tennessee  to  then  figure  out  after  that.  You're  done.  Here  it  is. 
It's  your  problem.  Now  you  spend  the  money  to  figure  it  out. 

Mr.  NORDHAUS.  What  I  want  to  do  is  just  give  you  some  of  the 
concerns  we  have. 

Mr.  Markey.  I  realize,  but  you  haven't  given  me  a  real  concern 
yet.  I'm  waiting  for  something  that  couldn't  be  accomplished. 
You're  giving  me  a  difference  in  scale  but  not  in  type  of  a  problem 
that  you're  going  to  have  to  face  with  these  other  marketing  au- 
thorities, as  well,  and  all  you've  made  is  kind  of  a  calculation  that 
these  problems  are  too  big  in  each  one  of  the  categories,  but  the 
other  categories  clearly  have  to  be  addressed  anyway. 

Mr.  NORDHAUS.  I  thought  what  I'd  do  is  share  with  you  what  our 
considerations 

Mr.  Markey.  I  appreciate  that,  but  are  you  open  to  privatizing 
the  TVA?  Would  you  like  that  read  to  not  make  you  responsible  for 
answering  that  question? 

Mr.  NoRDHAUS.  The  last  refuge  of  the  government  witness  is  to 
say,  "Well,  this  actually  is  a  matter  within  some  other  agency's  ju- 
risdiction." 

Mr.  Markey.  That's  not  a  good  answer  for  the  Department  of  En- 
ergy at  this  time.  You  see,  you  want  to  say,  "No,  we  know  every- 
thing about  energy." 

Mr.  NORDHAUS.  I  do  not  believe  that  the  administration  would 
support  privatization  of  either  Bonneville  or  TVA 

Mr.  Markey.  Ah-ah.  I  think  we  have  a  political  problem  here. 
And  those  of  us  who  are  committed  to  free  market  principles,  I 
think,  are  not  going  to  rest  until  the  same  principles  are  applied 
to  TVA  and  BPA. 

And  if  they  are,  and  I  appreciate  the  chairman's  indulgence,  I 
would  like  to  just  know  why  we  can't  include,  for  at  least  the  other 
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marketing  agencies,  but  why  can't  we  include  the  irrigation  and 
flood  control  responsibilities,  as  well?  Why  can't  they  just  purchase 
the  whole  thing? 

I  mean,  you  purchase  a  nuclear  power  plant,  you  don't  say, 
"Well,  all  I  want  is  the  electrical  generating  capacity;  you  take  care 
of  the  nuclear  waste  and  you  take  care  of  that."  Of  course,  that 
would  be  a  nice  deal. 

You  don't  say,  for  oil,  "By  the  way,  you  can  purchase  that  plant 
but  the  scrubbers  and  maintenance  of  the  plant  is  yours;  we  just 
get  the  electricity." 

I  mean,  every  single  electrical  generating  source  has  its  own  at- 
tendant additional  responsibilities  that  exist  because  you're  gener- 
ating that  way.  And  if  I  were  an  electrical  marketer,  the  way  these 
industrial  investor-owned  utilities  are,  I  wouldn't  want  any  of  the 
rest  of  the  attendant  responsibilities,  but  how  can  you  sell  without 
giving  them  the  whole  deal? 

Mr.  NORDHAUS.  I  guess  from  my  discussions  with  would-be  pur- 
chasers, I've  detected  little  interest  from  their  part  in  taking  over 
the  irrigation  and  flood  control  functions. 

Mr.  Markey.  How  do  we  do  it  in  the  rest  of  the  country  that 
doesn't  have  Federal  Government  involvement  in  electric  genera- 
tion, hydro? 

Mr.  NoRDHAUS.  In  the  Northeast,  as  I  understand  it,  there  are 
some  Corps  of  Engineers  dams  that  are  flood  control  only. 

Mr.  Markey.  But  I  mean  non-Federal  Government  dams?  How 
do  we  do  it? 

Mr.  NORDHAUS.  It's  done  through  the  licensing  process  that 
FERC  administers,  and  a  licensee  builds  a  dam  that  typically  is  de- 
signed for  hydroelectric  production  and  operates  the  dam  under 
conditions  imposed  by 

Mr.  Markey.  So  Chairwoman  Moler,  right  now,  has  to  figure  out 
how  to  handle  that  regulatory  scheme  to  make  sure  that  the  irriga- 
tion and  flood  control  and  other  related  issues  are  properly  dis- 
charged; is  that  correct,  Ms.  Moler? 

Ms.  Moler.  Yes.  We  have  licenses  that — lots  of  water  is  coming; 
they  open  appropriate  portions  of  the  dam.  But  most  of  those,  they 
do  not  have  as  their  principal  reason  for  being  flood  control. 

Mr.  Markey.  I  know  that,  but  again,  this  is  the  Father,  the  Son 
and  the  Holy  Ghost  here.  It  may  be  that  they  have  other  identities 
but  it's  beyond  my  capacity  to  be  able  to  say  which  part  of  it  is  pre- 
dominant at  any  particular  point  in  time. 

All  I  know  is  that  there  are  entities  that  have  right  now  a  regu- 
latory scheme  that's  able  to  sort  out  electricity  from  irrigation  from 
flood  control,  right? 

Ms.  Moler.  Absolutely. 

Mr.  Markey.  Why  couldn't  we  do  that,  Mr.  Nordhaus,  with  these 
properties,  as  well? 

Mr.  Nordhaus.  Talking  about  Hoover  Dam  and  Glen  Canyon 
dam  passing  into  private  ownership? 

Mr.  Markey.  Yeah,  why  not? 

Mr.  Nordhaus.  Congress  could  consider  it. 

Mr.  Markey.  They  run  bigger  things.  Private  sector  runs  a  lot 
bigger  things  than  the  Hoover  Dam.  They're  responsible  for  the  en- 
tire electric  generating  grid,  all  telecommunications  in  America.  I 
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mean,  the  Hoover  Dam  is  a  relatively  prosaic  responsibility  com- 
pared to 

Mr.  NORDHAUS.  I'll  leave  that  to  the  judgment  of  the  committee. 

Mr.  SCHAEFER.  The  gentleman's  time  has  expired.  Does  the  gen- 
tleman from  California  have  any  questions? 

Mr.  MOORHEAD.  I  just  ask  unanimous  consent  that  my  opening 
statement  be  made  a  part  of  the  record. 

Mr.  SCHAEFER.  The  opening  statement  of  everyone  on  the  com- 
mittee has  been  made  a  part  of  the  record,  without  objections. 

I  do  not  have  any  other  questions.  If  no  one  else  on  the  commit- 
tee does,  the  Chair  wants  to  thank  Chairwoman  Moler  and  Mr. 
Nordhaus  for  their  testimony  today.  You've  shed  a  lot  of  light  on 
some  very  technical  things. 

And  as  I  did  indicate  iDefore,  there  may  be  some  additional  ques- 
tions that  we'll  have  to  try  to  get  some  answers  to,  particularly  if 
any  of  this  legislation  starts  to  move. 

Ms.  Moler.  Thank  you,  Mr.  Chairman. 

Mr.  SCHAEFER.  The  Chair  would  now  call  up  Mr.  Thomas  R. 
Kuhn,  President  of  the  Edison  Electric  Institute.  Mr.  Kuhn,  thank 
you  very  much  for  being  here  today  on  this,  what  could  be  a  very 
important  issue.  We're  looking  forward  to  your  oral  testimony. 
Your  written  testimony  will  be  made  a  part  of  the  record  in  its  en- 
tirety. 

STATEMENT  OF  THOMAS  R.  KUHN,  PRESIDENT,  EDISON 
ELECTRIC  INSTITUTE 

Mr.  Kuhn.  Thank  you  very  much.  It  is  a  great  pleasure  to  testify 
before  this  committee  once  again  in  the  clean-up  position,  and  I 
certainly  commend  you  for  holding  hearings  on  this  extremely  im- 
portant subject.  It  is  certainly  a  very,  very  key  one. 

I  am  President  of  the  Edison  Electric  Institute  and  our  member 
companies  serve  three-quarters  of  the  Nation's  electric  customers, 
including  60  percent  of  rural  Americans. 

The  country's  wholesale  electricity  market  is  becoming  increasing 
competitive.  Non-utility  generators  provide  more  than  half  of  our 
new  energy  capacity.  Other  players  in  the  wholesale  market  can 
gain  access  to  our  transmission  system  at  rates  and  terms  com- 
parable to  those  we  provide  ourselves. 

This  country's  3,000-plus  utilities  fmd  themselves  to  be  cus- 
tomers and  competitors  at  the  same  time.  This  isn't  yesterday's 
utility  industry. 

Because  the  market  is  competitive,  the  Federal  Government 
should  not  be  an  electricity  provider  that  favors  only  certain  play- 
ers. Sale  of  the  PMA's  offers  an  opportunity  to  reduce  the  govern- 
ment's role  as  an  electricity  supplier  and  to  enhance  competition. 

Let  me  turn  now  to  the  specifics  of  the  sale.  EEI's  member  com- 
panies support  the  sale  of  the  PMA's  assets  in  a  way  that  maxi- 
mizes the  benefits  to  the  American  taxpayers  while  providing  pro- 
tection from  significant  rate  increases  to  current  customers.  And  I 
reemphasize  that — while  providing  protection  from  rate  increases 
to  current  customers. 

First,  all  interested  parties  should  be  allowed  to  bid  on  the 
PMA's  assets.  This  approach  will  achieve  the  highest  possible  re- 
turn to  the  Treasury.  Preference  customers  don't  have  an  equity  in- 
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vestment  in  these  assets  that  entitles  them  to  be  the  only  bidders. 
They  didn't  take  any  risk  to  build  them.  They  won't  receive  a  title 
or  deed  when  the  taxpayers  are  finally  paid  back  for  their  invest- 
ment. Preference  customers  have  paid  for  and  received  electricity. 

Preference  customers  should  be  able  to  bid,  along  with  everyone 
else,  when  these  things  are  put  up  for  bid. 

Second,  legislation  should  include  rate  protection  for  current  cus- 
tomers. A  study  for  EEI  by  the  EEOP  group  showed  that  almost 
85  percent  of  the  preference  customers  residential  consumers  would 
see  rate  increases  of  less  than  5  percent,  even  without  any  rate 
protection. 

Even  so,  imposing  rate  protection  up  front  in  the  legislation  is 
the  only  way  to  assure  concerned  constituents  that  a  sale  won't  sig- 
nificantly increase  their  electric  rates.  Several  mechanisms  are 
available  to  provide  rate  protection,  which  I  have  described  in  my 
testimony. 

Third,  the  sale  price  should  maximize  return  to  the  taxpayers'  in- 
vestment. The  EEOP  group  analysis  shows  the  combined  value  of 
SEPA,  SWPA  and  WAPA  to  be  just  under  $9  billion.  In  addition, 
sale  to  taxpaying  entities  should  generate  a  revenue  stream  from 
taxes  whose  present  value  exceeds  $1  billion. 

There  has  been  discussion  here  as  to  whether  or  not  this  would 
be  a  good  investment.  Right  now  these  things  are  a  terrible  invest- 
ment to  the  Federal  Government.  The  current  cash  flow  from 
PMA's  is  a  bad  investment  for  taxpayers.  The  Treasury  is  experi- 
encing a  negative  spread  between  the  interest  rates  paid  by  Treas- 
ury to  borrow  money  and  interest  rates  paid  by  the  PMA's. 

So  I  don't  think  the  analysis  that  was  talked  about  before,  in 
terms  of  how  much  interest  they  pay  every  year  vis-a-vis  the  appro- 
priations, is  a  good  indication  of  what  the  investment  is  for  the 
Federal  Government.  You  have  to  look  at  that  other  aspect,  which 
is  the  difference  between  what  the  PMA's  are  paying  in  interest 
cost  and  what  the  Federal  Government  is  paying  in  interest  cost, 
which  is  significantly  higher. 

Fourth,  private  capital  financing  should  be  used  to  purchase  the 
PMA's  assets.  Allowing  buyers  to  use  federally  subsidized  financing 
simply  trades  one  subsidy  for  another. 

It  is  essential  that  the  legislation  address  FERC  jurisdiction  over 
these  facilities,  which  is  the  issue  that  comes  before  this  commit- 
tee. FERC  has  very  limited  authority  over  the  PMA's  rates  and  ac- 
cess to  their  transmission  systems. 

If  the  PMA's  assets  are  sold,  we  feel  strongly  that  the  power  and 
transmission  rates  charged  by  the  new  owners  should  be  subject  to 
FERC  review  under  its  traditional  just  and  reasonable  standard, 
and  any  open  access  transmission  regulations  adopted  by  FERC 
should  apply  equally  to  the  PMA's  transmission  systems. 

Congress  can  address  the  hydroelectric  relicensing  issue  in  sev- 
eral ways,  which  are  outlined  in  my  written  statement.  Let  me  em- 
phasize that  without  a  license  in  hand  at  the  time  the  sale  is  com- 
pleted, it  will  be  impossible  for  any  purchaser  to  obtain  financing 
to  purchase  the  assets. 

In  conclusion,  we  urge  Congress  to  move  forward  with  the  sale 
of  the  PMA's  through  an  open,  competitive  bidding  process,  to 
maximize  value  to  the  American  taxpayers  with  rate  protections  for 


59 

current  PMA  customers.  Such  a  process  will  enhance  competition 
in  whole  electric  markets  to  the  benefit  of  all  electric  consumers. 

Thank  you  very  much,  Mr.  Chairman. 

[The  prepared  statement  of  Thomas  R.  Kuhn  follows:] 

Prepared  Statement  of  Thomas  R.  Kuhn,  President,  Edison  Electric 

Institute 

Good  morning,  Mr.  Chairman  and  Members  of  the  Committee.  I  am  Thomas  R. 
Kuhn,  president  of  the  Edison  Electric  Institute  (EEI).  EEI  is  the  association  of  the 
nation's  shareholder-owned  electric  utility  companies,  which  provide  electric  service 
to  76  percent  of  all  ultimate  electric  customers  in  the  nation.  We  appreciate  the  op- 
portunity to  appear  today  to  explain  why  we  support  the  sale  of  the  Power  Market- 
ing Administrations  (PMA's),  the  principles  we  believe  should  govern  the  sale,  and 
several  key  regulatory  issues  which  legislation  authorizing  the  sale  should  address. 

My  primary  message  is  that  the  PMA's  should  be  sold  through  an  open  competi- 
tive bidding  process  to  maximize  the  return  to  the  American  taxpayers  while  also 
Providing  rate  protection  to  current  customers.  The  federal  government  should  not 
e  an  electricity  provider  that  favors  only  certain  players  in  an  increasingly  competi- 
tive wholesale  electricity  market  with  more  than  3,000  suppliers. 

sale  of  the  power  marketing  administrations 

EEI's  member  companies  support  the  sale  of  the  PMA's  transmission  systems  and 
the  associated  federal  hydroelectric  generating  facilities  currently  operated  by  the 
Army  Corps  of  Engineers  and  the  Bureau  of  Reclamation. 

We  believe  sale  of  the  three  PMA's  currently  under  consideration — the  Southeast- 
ern, Southwestern,  and  Western  Area  Power  Administrations — makes  sense  for  a 
number  of  reasons.  It  is  an  opportunity  to  reduce  the  size  and  cost  of  the  federal 
government.  It  can  add  billions  of  dollars  to  the  federal  Treasury  at  a  time  when 
painful  spending  reductions  are  being  made  elsewhere.  It  can  reduce  the  federal 
government's  role  in  generating  and  transmitting  electricity  while  expanding  oppor- 
tunities for  other  electricity  suppliers.  And  it  can  further  the  nation's  energy  policy, 
which  promotes  competition  in  the  wholesale  electricity  market. 

Whether  these  goals  will  be  achieved,  or  lost,  will  be  determined  largely  by  the 
terms  and  conditions  of  the  sale.  The  overarching  principle  to  guide  the  terms  and 
conditions  of  sale  should  be  to  maximize  benefits  to  the  federal  government  and  to 
the  taxpayers,  who  are  the  "owners"  of  the  facilities  and  the  electricity  they  gen- 
erate and  market,  while  providing  protection  from  significant  rate  increases  to  cur- 
rent customers. 

The  majority  of  PMA  customers  are  municipal  electric  systems,  electric  coopera- 
tives, as  well  as  some  federal  and  state  agencies,  who  by  law  are  entitled  to  PMA 
power  on  a  preference  basis  at  the  lowest  possible  rates.  Shareholder-owned  electric 
utilities  purchase  small  amounts  of  excess  PMA  power,  on  a  non-preference  basis, 
at  rates  which  vary  depending  on  the  circumstances  of  the  sale. 

The  issues  which  will  most  determine  the  level  of  benefits  to  taxpayers  and  to  the 
economy  as  a  whole  resulting  from  the  sale  of  the  PMA's  assets  fall  into  four  basic 
categories:  first,  the  sale  price,  and  how  it  should  be  set;  second,  protection  of  cur- 
rent PMA  electricity  customers  from  undue  rate  increases;  third,  who  shall  be  al- 
lowed to  bid  on  the  facilities;  and  fourth,  how  the  sale  should  be  financed.  I  will 
address  each  of  these  areas  briefly. 

The  sale  price  should  maximize  return  on  the  taxpayers'  investment. 

In  its  fiscal  year  1996  budget,  the  Administration  estimated  a  price  of  $4.4  billion 
for  the  three  PMA's  based  on  the  net  present  value  of  the  PMA's  projected  repay- 
ment of  the  federal  investment.  We  believe  this  sale  price,  as  well  the  energy  asset 
sale  assumptions  in  the  FY  1996  congressional  budget  resolution,  is  a  significant 
undervaluation  of  these  assets  which  short-changes  the  federal  Treasury  and  the 
American  taxpayers.  To  put  it  simply,  the  PMA's  are  worth  more — and  an  open  bid- 
ding process  would  prove  this. 

EEI  commissioned  The  EOP  Group,  a  Washington  D.C.  consulting  firm  which  spe- 
cializes in  identifying  government-created  business  opportunities,  to  conduct  a  mar- 
ket-based study  of  the  PMA's.  That  study  shows  the  combined  value  of  the  three 
PMA's  to  be  just  under  $9  billion,  more  than  twice  the  Administration's  estimate. 
In  addition,  if  the  facilities  are  sold  to  taxpaying  entities,  the  federal  government 
could  reap  an  income  stream  from  taxes  on  revenue  and  interest  whose  present 
value  exceeds  $1  billion.  These  figures  are  based  on  conservative  financial  assump- 
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tions  using  standard  accounting  methodologies.  Attached  to  my  written  testimony 
is  a  copy  of  the  EOP  analysis,  including  the  assumptions. 

The  potential  sale  price  of  these  assets  helps  refute  the  claim  being  made  by  oppo- 
nents of  a  sale  that  tne  government  will  lose  a  significant  cash  flow  by  selling  these 
assets.  This  simply  isn't  true.  The  current  cash  flow  is  not  a  "profit;"  it  is  merely 
a  repayment  of  taxpayers'  dollars  used  to  build  and  operate  these  facilities.  On  the 
other  hand,  sale  of  the  PMA's  to  a  tax-paying  entity  would  yield  an  ongoing  cash 
flow  for  the  government. 

It  is  not  a  good  deal  for  American  taxpayers  when  the  government  pays  a  higher 
interest  rate  for  the  money  it  loans  to  the  PMA's  than  what  it  earns  on  the  PMA's 
interest  repa3anents.  In  essence,  the  federal  government  has  a  negative  spread  on 
its  investment.  For  example,  the  Western  Area  Power  Administration's  (WAPA) 
Fryingpan-Arkansas  project  will  repay  the  federal  investment  at  a  3  percent  rate; 
the  Treasury  was  borrowing  at  an  average  long-term  interest  rate  of  almost  12  per- 
cent when  the  project  went  into  service.  The  Southwestern  Power  Administration's 
(SWPA)  Harry  Tnunan  project  will  pay  back  the  Treasury  at  a  3  percent  rate,  even 
though  the  average  long-term  Treasury  rate  was  more  than  12.2  percent  when  that 
project  went  into  service.  And,  the  Southeastern  Power  Administration's  (SEPA) 
R.B.  Russell  project  will  pay  back  its  federal  investment  at  a  6.1  percent  rate  when 
the  average  long-term  Treasury  rate  at  the  time  was  10.8  percent. 

American  taxpayers  are  not  even  assured  of  receiving  these  repayments  on  a 
timely  basis.  For  example,  as  of  1994,  SEPA  had  repaid  less  than  32  percent  of  the 
taxpayers'  investment  in  its  facilities,  even  though  some  of  these  investments  were 
made  more  than  45  years  ago.  SEPA  still  must  repay  more  than  $1  billion  to  the 
federal  Treasury,  but  those  repayments  are  not  subject  to  a  fixed  schedule. 

Legislation  should  include  rate  protection  for  customers. 

We  recognize  the  need  to  allay  concern  about  the  impact  of  a  sale  on  rates  paid 
by  the  PMA's  current  customers.  EEI  believes  that  Congress  should  address  the 
issue  of  rate  protection  up  front  in  legislation  authorizing  a  sale.  Current  customers 
could  be  protected  by  mechanisms  such  as  a  limit  on  rate  increases  as  a  result  of 
the  sale;  the  use  of  rebates  to  ofi"set  increases;  rate  caps;  a  phase-in  approach;  or 
some  combination  of  these.  In  fact,  specifically  including  rate  protection  in  the  sale 
legislation  is  the  only  way  to  assure  concerned  constituents  that  a  sale  will  not  sig- 
nificantly raise  their  electric  rates.  Additional  protection  for  current  customers  can 
be  provided  by  a  requirement  that  the  purchaser  of  the  PMA's  assets  honor  existing 
contracts. 

The  argument  that  current  ratepayers  can  be  protected  only  by  selling  these  as- 
sets to  preference  customers  at  the  net  present  value  of  the  current  debt  is  specious. 
This  approach  provides  no  rate  protection  because  rates  charged  by  government- 
owned  utilities  and  electric  cooperatives  are  not  subject  to  review  by  the  Federal  En- 
ergy Regulatory  Commission  (FERC)  or,  in  most  cases,  by  state  commissions. 

Even  without  statutory  or  regulatory  rate  protection.  The  EOP  Group  projected 
that  about  85  percent  of  residential  consvuners  of  preference  utilities  would  experi- 
ence an  increase  in  rates  of  less  than  five  percent.  This  calculation  assumes  a  "worst 
case"  scenario,  where  the  assets  are  sold  for  $8.9  billion  and  the  sale  occurs  with 
no  transition  time  and  no  special  protections  for  ratepayers.  That  is  less  than  the 
actual,  historical  increases  many  of  them  have  experienced  due  to  variations  in 
weather  or  other  factors. 

The  EOP  study  concluded  that  inclusion  of  rate  protections  in  the  sale  would 
lower  the  potential  sale  value  by  ten  percent  at  most — if  that.  That  still  leaves  a 
potential  cash  infusion  for  the  Treasury  of  more  than  $8  billion,  plus  the  tax  reve- 
nue stream  that  can  be  achieved  through  the  sale.  This  remains  substantially  more 
than  the  present  Administration  and  Congressional  estimates.  Clearly,  the  range  of 
possible,  workable  options  has  not  been  fully  explored,  and  it  should  be. 

Of  course,  it  is  important  for  Congress  to  understand  the  one-to-one  correspond- 
ence between  rates  and  value;  the  lower  the  rate  path,  the  less  the  government  will 
receive  from  the  sale.  This  is  a  trade-off  which  Congress  must  resolve. 

All  eligible  purchasers  should  be  allowed  to  bid. 

By  specifically  addressing  the  rate  protection  issue  in  legislation.  Congress  can 
then  authorize  an  open  sale  process,  and  let  the  market  set  the  price  and  choose 
the  purchasers.  EEI  advocates  a  sale  process  that  is  open  to  shareholder-owned  util- 
ities, electric  cooperatives,  municipal  electric  systems,  and  non-utility  generators. 
Only  a  sale  that  is  open  to  all  qualified  bidders  will  achieve  the  highest  possible 
payment  to  the  Treasury.  And,  as  Congress  struggles  with  painful  budget  choices, 
it  simply  does  not  make  sense  to  leave  oillions  of  dollars  on  the  table  from  the  pri- 
vatization of  the  PMA's  assets. 
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There  are  a  number  of  parties  who  have  expressed  interest  in  bidding  on  various 
PMA  assets.  Limiting  buyers  to  preference  customers  will  hold  down  the  purchase 
price,  and  does  not  ensure  ratepayers  are  protected.  Instead,  this  approach  perpet- 
uates protectionism  for  preference  customers  and  limits  taxpayer  benefits  to  a  select 
few. 

Some  proponents  of  a  closed  sale  argue  that  only  the  preference  customers  should 
be  able  to  purchase  these  assets  because  they  have  an  "equity  investment"  in  the 
PMA's.  This  argument  is  an  absolute  myth.  That's  like  saying  just  because  I  buy 
my  groceries  from  Safeway  or  Giant,  I  have  an  equity  investment  in  the  building 
or  in  the  Safeway  corporation. 

The  preference  customers  are  buying  power;  buying  a  service  or  a  commodity  does 
not  automatically  grant  ownership  in  the  selling  company  or  its  facilities.  The  pref- 
erence customers  did  not  take  any  risk  to  construct  the  PMA's  assets.  Preference 
customers  did  not  borrow  the  money  to  build  the  assets.  They  will  receive  no  title 
or  deed  if  and  when  the  taxpayers  are  finally  paid  back  for  their  investment  in  these 
assets.  And,  Congress  is  not  debating  the  apportionment  of  revenues  among  pref- 
erence customers  that  will  be  received  from  a  PMA  sale,  which  Congress  would  have 
to  do  if  preference  customers  had  any  equity  in  the  facilities. 

In  fact,  the  American  taxpayers  "own '  the  PMA  facilities  because  they  have  built 
them  and  paid  for  their  operation  with  tax  dollars.  So,  in  essence,  all  taxpayers  have 
an  "equity  investment"  in  the  PMA's,  even  though  only  a  few  of  them  have  ever  ben- 
efited from  the  facilities.  For  years  the  vast  majority  of  taxpayers  have  supported 
a  program  from  which  they  received  no  benefit.  The  residents  of  Ohio,  Michigan, 
New  York,  Connecticut  and  Pennsylvania,  for  example,  have  supported  the  PMA's 
through  their  federal  taxes  even  though  the  PMA's  do  not  sell  electricity  in  those 
states.  All  taxpayers  deserve  to  get  the  best  sale  price  for  these  facilities  because 
all  taxpayers  have  paid  for  them. 

We  were  extremely  disappointed  when  the  Administration  proposed  selling  the 
PMA  assets  in  a  closed  process  to  the  preference  customers.  The  U.S.  Department 
of  Energy  has  been  actively  engaged  in  encouraging  other  nations  to  privatize  their 
energy  sectors.  As  Secretary  OTieary  stated  in  testimony  earlier  this  year,  "By  cre- 
ating a  framework  where  market  discipline  replaces  state  domination  over  the  econ- 
omy, fair  and  open  competition  can  work  to  improve  investment  climates . . .  Yet 
most  infrastructure  projects,  including  those  in  the  energy  sector,  have  fallen  exclu- 
sively in  the  domain  oi  the  state,  subjecting  them  to  bureaucratic  inefficiency  and 
excluding  foreign  participation."  It  is  ironic  that  the  Department  is  reluctant  to  help 
achieve  the  same  benefits  of  privatization  within  the  U.S.  electric  industry.  The  Acl- 
ministration  encourages  private  U.S.  companies  to  invest  in  energy  projects  over- 
seas but  opposes  their  ability  to  invest  in  these  energy  projects  in  this  country.  U.S. 
actions  abroad  are  inconsistent  with  the  legislation  it  nas  proposed  here. 

Capital  market  financing  should  be  used  to  purchase  PMA  assets. 

If  benefits  to  the  Treasury  are  to  be  maximized,  it  is  imperative  that  federally 
subsidized  financing  not  be  used  to  finance  the  sale.  This  would  include  tax  exempt 
bonds  or  loans  provided  by,  or  guaranteed  through,  agencies,  such  as  the  Federal 
Financing  Bank  or  the  Rural  Utilities  Service.  To  allow  buyers  to  finance  purchase 
of  the  PMA's  with  funds  that  are,  in  effect,  provided  by  the  federal  government 
would  simply  trade  one  federal  subsidy  for  another. 

Sale  of  the  PMA's  offers  the  opportunity  to  end  the  subsidies  associated  with  this 
program.  That  benefit  to  taxpayers  will  be  negated,  however,  if  the  government 
reaches  right  back  into  taxpayers'  wallets  to  finance  the  sale.  There  is  a  more  appro- 
priate source  of  capital.  It  is  private  financing.  International  capital  markets  have 
raised  roughly  $64  billion  to  finance  utility  sector  privatizations  in  the  last  decade. 

Other  Issues:  Transmission  Access  and  Facility  Licensing. 

The  PMA's,  in  particular  WAPA,  own  significant  transmission  systems  which  op- 
erate as  part  of  the  country's  integrated  transmission  grid.  However,  because  the 
PMA's  are  an  entity  of  the  federal  government,  FERC  has  limited  authority  over 
the  rates  they  charge  and  access  to  their  transmission  systems.  In  the  Energy  Policy 
Act  of  1992,  Congress  gave  FERC  the  authority  to  order  utilities  to  provide  access 
to  their  transmission  systems  to  other  utilities,  non-utility  producers  and  other  par- 
ticipants in  the  wholesale  electricity  market.  This  authority  applies  to  the  PMA's 
as  well. 

Earlier  this  year,  FERC  issued  a  major  proposed  rule,  which  would  require  share- 
holder-owned utilities  to  file  open-access  tariffs  with  the  Commission.  Each  share- 
holder-owned utility  must  provide  transmission  services  to  third  parties  at  rates, 
terms  and  conditions  comparable  to  those  it  provides  itself.  Ironically,  FERC  does 
not  have  jurisdiction  to  apply  this  sweeping  open  access  rule  to  transmission  sys- 
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terns  owned  by  the  PMA's — or,  for  that  matter,  to  the  transmission  systems  owned 
by  electric  cooperatives  or  government-owned  utilities. 

EEI  feels  strongly  that  the  PMA's  assets,  upon  privatization,  should  be  subject  to 
FERC's  full  jurisdiction.  Both  the  power  and  transmission  rates  charged  by  the  new 
owners  of  the  PMA's  facilities  should  be  subject  to  FERC  review  under  its  tradi- 
tional "just  and  reasonable"  standard.  In  addition,  any  open  access  transmission 
regulations  adopted  by  FERC  should  apply  equally  to  the  PMA  facilities  being  sold. 

Another  issue  the  sale  must  address  is  the  licensing  of  hydro  facilities.  The  fed- 
eral hydroelectric  facilities  associated  with  the  PMA's  are  currently  exempt  from 
FERC  licensing.  However,  electric  utilities  must  obtain  a  license  for  their  hydro  fa- 
cilities from  FERC.  FERC's  hydro  licensing  process  is  arduous  in  terms  of  cost, 
scope  and  overall  length,  second  only  to  the  Nuclear  Regulatory  Commission's  nu- 
clear licensing  process  in  terms  of  cost,  scope  and  overall  length.  It  can  take  any- 
where from  five  to  fifteen  years  to  obtain  a  FERC  hydro  license. 

This  commitment  of  time,  money  and  resources  absolutely  necessitates  that  Con- 
gress address  the  issue  of  licensing  in  legislation  authorizing  the  sale  of  the  PMA's 
assets.  Otherwise,  it  will  be  virtually  impossible  for  any  interested  party  to  obtain 
the  financing  necessary  to  purchase  these  assets.  Just  as  no  bank  will  make  a  loan 
to  purchase  a  house  without  knowing  that  there  is  a  clear  title  to  the  property,  in- 
vestment firms  will  be  unwilling  to  finalize  financing  without  knowing  tnat  the  pur- 
chaser of  a  PMA's  hydro  facility  will  definitely  obtain  a  FERC  license. 

Congress  can  approach  the  licensing  process  in  severed  ways.  For  example,  it  can 
continue  to  exempt  these  facilities  from  the  FERC  licensing  process  under  Part  I 
of  the  Federal  Power  Act.  These  facilities  have  been  operated  by  the  federal  govern- 
ment in  accordance  with  environmental  laws  and  multipurpose  requirements  for  as 
long  as  50  years  without  a  FERC  license. 

Another  approach  would  be  to  capture  the  current  operating  conditions  of  the  fa- 
cility as  a  FERC  license,  with  a  specified  minimum  license  term,  after  which  the 
facilities  would  be  subject  to  FERC's  normal  relicensing  process.  These  conditions 
would  include,  among  other  parameters,  navigational  and  flood  control  require- 
ments, minimum  flow  practices,  generation  schedules  and  water  quality  require- 
ments. Because  the  purchaser  would  operate  the  facility  in  a  manner  identical  to 
the  federal  government,  the  surrounding  environment  would  not  be  impacted  as  a 
result  of  the  sale.  In  fact,  because  of  FERC's  authority  to  administer  and  enforce 
the  terms  and  conditions  of  the  license,  the  facility  would  be  subject  to  improved 
regulatory  oversight.  In  addition,  under  FERC's  licensing  process,  any  interested 
party  can  file  a  complaint  with  FERC  that  the  licensee  is  not  abiding  by  the  condi- 
tions of  the  license. 

THE  PMA  SALE:  A  BROADER  CONTEXT 

While  the  issues  just  discussed  are  ones  Congress  must  address  in  setting  the 
sale,  it  is  important  as  well  to  consider  the  PMA's  sale  within  the  full  context  of 
an  increasingly  competitive  wholesale  electricity  market  and  the  extent  to  which 
federal  subsidies  to  government-owned  electric  utilities  and  electric  cooperatives  dis- 
tort this  market. 

Federal  Subsidies  to  Utilities 

During  roughly  the  first  four  decades  of  this  century,  the  federal  government  in- 
stituted a  number  of  programs  and  policies  to  spur  development  and  economic 
growth  into  what  were  then  primarily  remote,  rural  areas  of  this  country.  One  of 
the  goals  was  to  ensure  that  rural  and  small-town  America  had  electric  service.  To 
help  accomplish  this,  the  government  began  selling  surplus  power  from  federal 
dams  served  by  the  PMA's.  This  electricity  was  sold  with  a  preference  for  municipal 
purposes  and,  later,  electric  cooperatives.  In  the  1930s,  rural  assistance  was  ex- 
tended when  the  Rural  Electrification  Administration  was  established  to  provide 
low-interest  financing  to  electric  cooperatives  to  help  build  electric  systems  in  rural 
areas.  The  Tennessee  Valley  Authority  (TVA)  also  was  established  to  provide  flood 
control  protection  and  electric  service  in  the  Tennessee  Valley  region. 

These  programs  have  served  the  nation  well  and  accomplished  their  mission.  In 
the  early  1930s,  only  about  12  percent  of  rural  America  had  electricity.  Today,  more 
than  99  percent  of  rural  America  is  electrified.  Yet  only  one  out  of  ten  electric  co- 
operatives' customers  are  fanners  or  ranchers.  Ironically,  the  benefits  of  the  federal 
subsidies  do  not  reach  the  majority  of  rural  Americans  today.  This  is  because  the 
majority  of  rural  Americans  receive  electric  service  from  shareholder-owned  utilities, 
who  do  not  receive  these  subsidies. 

Shareholder-owned  utilities  provide  electric  service  to  almost  60  percent  of  Ameri- 
cans living  in  rural  areas  with  fewer  than  1,500  people,  or  in  unincorporated  rural 
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areas.  Small-town  America  also  is  predominantly  served  by  shareholder-owned  utili- 
ties. Almost  80  percent  of  rural  Americans  living  in  areas  with  a  population  between 
1,500  and  2,500  people  receive  electric  service  from  shareholder-owned  utilities. 

This  Subcommittee  may  be  interested  in  knowing,  for  example,  that  shareholder- 
owned  utilities  provide  electric  service  to  98  percent  of  rural  Americans  in  New 
York,  89  percent  in  California,  86  percent  in  Michigan,  76  percent  in  Ohio,  72  per- 
cent in  Virginia,  69  percent  in  Illinois,  and  67  percent  in  Florida. 

Even  though  the  country  has  changed  in  the  last  half  century,  preference  and 
other  federal  subsidy  programs  to  government-owned  utilities  and  electric  coopera- 
tives continue.  These  programs  help  prove  the  axiom  that  federal  programs  don't 
fade  away,  much  less  ciie.  In  fact,  sometimes  they  even  get  bigger.  The  TVA  recently 
commissioned  a  study  which  advocates  its  selling  power  outside  the  TVA  fence,  thus 
expanding  TVAs  role  as  an  electricity  supplier.  And  federal  subsidies  to  government- 
owned  utilities  and  electric  cooperatives  currently  cost  the  federal  Treasury  and 
America  taxpayers  more  than  $8  billion  in  lost  revenues  every  year.  Another  $3  bil- 
lion in  foregone  revenue  is  lost  to  state  and  local  governments. 

Government-owned  utilities,  for  example,  are  exempt  not  only  from  Federal  in- 
come taxes  but  also  from  state  income  taxes  and,  in  many  cases,  other  taxes,  such 
as  property  taxes.  They  finance  their  investments  with  tax-exempt  funds  and  have 
preferential  access  to  low-price  federal  hydroelectric  power  from  tne  PMA's.  Electric 
cooperatives  also  are  exempt  from  most  federal  taxes  and  from  state  and  local  in- 
come taxes.  They  receive  loans  and  loan  guarantees  from  the  federal  government 
at  interest  rates  below  market  rates,  regardless  of  their  financial  ability  to  borrow 
money  from  private  credit  markets.  They  also  are  preference  customers  of  the 
PMA's.  The  total  amount  of  federal,  state  and  local  revenue  foregone  each  year  be- 
cause of  all  these  subsidies  is  $11  billion. 

In  contrast,  shareholder-owned  electric  utilities  paid  approximately  $22  billion  in 
federal,  state  and  local  taxes  in  1993.  Shareholder-owned  electric  utilities  consist- 
ently have  one  of  the  highest  effective  tax  rates  of  any  industry.  While  taxes  and 
tax  equivalents  accounted  for  less  than  3  percent  of  the  operating  revenues  of  gov- 
ernment-owned electric  utilities  and  roughly  4  percent  of  the  operating  revenues  of 
electric  cooperatives  in  1993,  they  accounted  lor  more  than  13  percent  of  share- 
holder-owned electric  utilities'  operating  revenues. 

Yet,  every  year,  representatives  from  the  electric  cooperatives  claim  that  share- 
holder-owned utilities  are  the  most  heavily  subsidized  type  of  utility.  What  they 
don't  tell  you  is  that  the  "tax  subsidies"  available  to  shareholder-owned  utilities, 
such  as  accelerated  depreciation,  are  tax  code  provisions  available  to  any  tax-paying, 
corporation.  These  charges  are  particularly  interesting  coming  from  entities  that  are 
generally  exempt  from  having  to  pay  any  income  taxes  even  though  they  provide 
the  same  services  to  American  consumers  as  shareholder-owned  utilities.  If  public 
power  continues  to  be  upset  with  the  "tax  breaks"  that  shareholder-owned  utilities 
enjoy,  we  have  an  easy  answer:  make  them  subject  to  the  same  tax  system,  with 
the  same  so-called  "tax  break?"  shareholder-owned  utilities  and  other  tax-paying 
corporations  receive. 

Federal  subsidies  to  government-owned  utilities  and  electric  cooperatives  obvi- 
ously have  serious  impacts  on  American  taxpayers  and  this  country's  energy  use. 
Even  though  all  Americans  pay  higher  taxes  to  fund  these  subsidies,  the  benefits 
reach  fewer  than  one  out  of  every  four  American  consumers. 

The  subsidies  also  exacerbate  the  federal  deficit.  As  Congress  confronts  painful 
budget  choices,  it  makes  sense  to  reexamine  these  subsidies.  They  also  undermine 
efforts  to  use  energy  wisely  and  protect  the  environment  by  encouraging  some  con- 
sumers to  use  more  electricity  than  they  otherwise  might. 

The  essential  question  Congress  must  address  is  what  public  policy  role,  if  any, 
subsidies  and  preference  should  continue  to  have  in  our  national  energy  policy.  They 
are  at  odds  with  efforts  to  cut  federal  spending.  And  they  are  at  odds  with  recently- 
passed  laws  promoting  wholesale  electricity  competition. 

Competitive  Wholesale  Electricity  Markets 

Proponents  of  a  closed  PMA  asset  sale  to  only  preference  customers  ignore  the  re- 
alities of  an  increasingly  competitive  wholesale  electricity  market.  Like  the  airline, 
banking  and  telecommunications  industries,  the  electric  utility  industry  is  experi- 
encing growing  competitive  pressures.  Competition  will  continue  to  grow  due  to 
technological  developments,  legislative  initiatives  such  as  the  Energy  Policy  Act  of 
1992  and  evolving  federal  and  state  regulation. 

Electric  utilities  used  to  build  almost  all  of  the  generating  plants  required  to  serve 
their  customers'  needs.  Now,  non-utility  generators  provide  more  than  50  percent 
of  utilities'  new  capacity  needs.  FERC's  opening  of  transmission  services  in  the 
wholesale  market  will  further  accelerate  wholesale  competition. 
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In  addition  to  this  increasingly  competitive  wholesale  electricity  market,  a  grow- 
ing number  of  states  are  looking  at  ways  to  make  retail  electricity  markets  more 
competitive.  Some  states  are  considering  proposals  to  allow  individual  consumers  to 
choose  their  electricity  supplier.  These  proposals  are  extremely  controversial  and 
raise  significant  issues,  including  their  impact  on  smaller  customers,  environmental 
and  social  programs,  recovery  of  utility  investments  made  under  the  current  regu- 
latory compacts  and  federal/state  jurisdiction. 

Utilities  are  moving  aggressively  to  respond  to  these  competitive  pressures  by  re- 
structuring their  operations,  cutting  costs,  downsizing  and  developing  new  opportu- 
nities to  meet  their  customers'  needs.  However,  for  ail  electric  consumers  to  benefit 
from  competitive  wholesale  markets,  it  is  imperative  for  federal,  state  and  local  gov- 
ernments to  eliminate  the  subsidies  they  provide  to  certain  types  of  utilities.  In  a 
free-enterprise  system,  federal  subsidies  to  utilities  are  contradictory  with  efficient 
competition. 

CONCLUSION 

An  open  sale  of  the  PMA's  will  promote  competition  in  the  wholesale  electricity 
market.  A  closed  sale  will  not.  A  closed  sale  will  only  perpetuate  government  sub- 
sidies and  preference  treatment  to  certain  types  of  electricity  suppliers,  actions  that 
are  inconsistent  with  policies  promoting  efficient  competition.  If  the  economic  effi- 
ciencies of  wholesale  competition  are  to  be  realized  by  all  of  society,  federal  sub- 
sidies to  power  suppliers  must  end. 

We  urge  Congress  to  move  forward  with  sale  of  the  PMA's.  We  urge  that  it  be 
done  through  an  open  sale  that  maximizes  value  to  the  federal  Treasury,  while  pro- 
viding rate  protection  to  current  PMA  customers.  And  we  believe  that  such  a  move 
will  enhance  the  development  of  competition  in  wholesale  electricity  markets,  to  the 
benefit  of  all  American  consumers. 
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Mr.  Burr  [presiding].  Thank  you,  Mr.  Kuhn.  We're  going  to  play 
a  little  swap  here  as  we  try  to  keep  this  hearing  going  while  we 
start  votes.  I  will  take  the  benefit  of  being  the  Chair  and  ask  ques- 
tions. 

Mr.  Kuhn.  I  fully  understand,  Mr.  Chairman. 

Mr.  Burr.  You  addressed  rate  protection  of  current  utility  cus- 
tomers. Do  you  mean  retail  rates? 

Mr.  Kuhn.  I  would  certainly  extend  it  to  retail  rates.  I  don't  see 
any  problem  with  doing  that,  Mr.  Chairman.  I  think  that  that  is 
an  issue  that  has  been  raised  and  it  is  obviously  a  very  volatile  one 
that  stirs  emotions  and  concerns  in  current  customers  and  I  think 
is  probably  the  biggest  political  impediment  to  going  ahead  with 
these  sales  because  the  current  customers  get  scared. 

The  Congress  has  it  fully  in  its  jurisdiction  to  address  that  rate 
issue  and  to  up  a  rate  cap  or  to  use  some  other  mechanism  to  hold 
those  rates  to  whatever  level  that  you  deem  appropriate. 

And  I  might  also  add,  Mr.  Chairman,  that  as  you  very  rightly 
pointed  out,  that  if  you  do  impose  rate  caps,  that  can  affect  the  ul- 
timate sale  price  of  the  assets.  But  in  a  study  that  was  done  by 
the  EEOP  group  once  again,  they  analyzed  the  effect  of  holding 
rates  to  a  5  percent  increase  over  a  10-year  period.  That's  a  5  per- 
cent total  increase  over  a  10-year  period,  and  that  only  reduced  the 
value  of  those  assets  by  $1  billion  which  is,  again,  a  greatly  higher 
value  than  the  value  that  has  been  assumed  by  the  Federal  Gov- 
ernment in  the  sale. 

Our  estimate  is  that  the  value  of  these  three  Power  Market  Ad- 
ministrations is  somewhere  close  to  $9  billion,  so  if  you,  again,  put 
a  rate  cap  in  of  5  percent  over  a  10-year  period,  we  estimate  that 
would  only  be  reduced  by  $1  billion.  That's  significantly  above  the 
$4  billion  that  the  administration  has  estimated  that  it  would  expe- 
rience from  the  sale  of  the  PMA's  if  it  were  sold  to  their  preference 
customers. 

Mr.  Burr.  Okay,  that's  addressing  one  condition.  Let  me  probe 
on  just  a  little  bit  further  because  I  think  you  listened  to  Chair 
Moler  and  the  representative  from  DOE,  and  I  think  there  are  a 
lot  of  concerns  out  there  about  how  specific  this  legislation  should 
be,  far  beyond  rate  caps.  And  one  would  deal  with  future  licensing 
agreements  on  facilities. 

What  effect  would  that  have  on  marketability  and  consequently, 
the  price? 

Mr.  Kuhn.  Well,  Mr.  Chairman,  I  fully  agree  with  Chair  Moler's 
testimony  on  several  points.  Basically,  she  talked  about  the  licens- 
ing of  the  facilities  itself  and  indicated  that  there  are  ways  to  ad- 
dress that  issue.  One  would  be  to  have  the  purchasers  accept  the 
current  operating  conditions  for  a  period  of  time,  for  example,  per- 
haps 10  years,  and  then  to  relicense  those  facilities  at  that  point 
in  time. 

Again,  from  an  environmental  standpoint,  they  would  be  accept- 
ing the  current  operating  conditions.  You  would  have  the  same  con- 
ditions at  those  facilities  for  a  10-year  period.  And  again,  they 
would  have  to  come  in  and  relicense  them  before  FERC  at  that 
point  in  time. 

That  is  one  option.  We  would  obviously  probably  prefer  maybe  a 
longer  one  because  the  FERC  licensing  process  can  be  a  fairly  long 
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and  extended  one.  But  I  think  that  is  a  way  to  deal  with  that  par- 
ticular issue. 

On  the  other  points  that  Chair  Moler  addressed  with  respect  to 
the  comparable  transmission  and  the  authority  over  the  rates, 
terms  and  conditions  of  transmission,  we  fully  agree  that  if  these 
facilities  are  sold,  they  should  be  subject  to  the  same  terms  and 
conditions  and  subject  to  FERC  jurisdiction. 

Mr.  Burr.  If  these  assets  were  sold  to  the  highest  bidder,  the 
cost  of  the  purchase  would  not  be  eligible  for  rate  base.  Now,  where 
is  Edison  Electric  and  its  membership  on  that?  I  think  DOE  said 
that. 

Mr.  KUHN.  Mr.  Chairman,  number  one,  the  electric  business  is 
now  a  competitive  business,  and  I  think  the  rates,  with  very  great- 
ly increasing  wholesale  competition,  are  being  decided  more  by  the 
marketplace. 

But  in  effect,  if  you  sold  these  in  an  open  market  and  they  did 
go  to  investor-owned  utilities,  you  would  have  the  rate  protections 
of  the  Federal  Energy  Regulatory  Commission,  as  well  as  the  state 
regulatory  commissions,  in  addition  to  the  marketplace. 

You  know,  second,  if  you  do  sell  them  strictly  to  the  preference 
customers,  you  don't  have  those  same  kinds  of  jurisdictions  to  have 
authority  in  protecting  the  rates  that  the  customers  might  other- 
wise have  under  those  regulatory  schemes. 

Mr.  Burr.  Where  do  you  recoup  the  purchase  price? 

Mr.  KuHN.  I  think  basically  you  recoup  the  purchase  price  just 
like  any  other  investment  that  you  make,  Mr.  Chairman.  In  a  com- 
petitive market,  we  would  look  at  the  facilities,  their  value.  We  feel 
very  strongly  that  in  a  privatized  market  you  would  get  greater  op- 
erating efficiencies.  And  in  a  competitive  market,  certainly  these 
things  accrue  to  the  benefit  of  electricity  consumers. 

This  is  the  same  reason  why  government  generation  and  electric 
facilities  around  the  world  are  being  privatized  right  now,  because 
they  can  operate  more  efficiently  in  the  private  sector. 

Mr.  Burr.  Well,  I  would  agree  with  you  that  there  is  a  trend  to- 
wards privatization  and  towards  the  Federal  Government  relin- 
quishing control  of  quite  a  few  things,  not  as  many  as  I'd  like  to 
see. 

And  I  think  the  responsibility  that  we  have  here  is  one,  the  deci- 
sion has  been  made  to  sell  the  PMA's.  I  think  that  this  committee 
certainly  is  looking  at  what  specifics  need  to  be  in  the  legislation 
to  assure  the  utility  customers  of  a  slow  growth  in  rates,  to  assure 
the  communities  where  these  facilities  are,  and  I  think  that  there's 
still  a  debate  as  to  whether  we  should  sell  the  dams  or  still  keep 
government  control  of  the  dams,  but  I  think  we  also,  as  I  said  to 
Chair  Moler,  have  some  concerns  about  as  we  put  these  conditions 
on,  two  things  are  created. 

One,  the  cost  for  government  to  assure  that  these  conditions  are 
met  goes  up.  And  two,  the  sale  price  comes  down.  Am  I  right  or 
wrong  on  that? 

Mr.  KuHN.  Mr.  Schaefer,  I  fully — I  mean,  excuse  me,  Mr.  Burr — 
I  fully  agree 

Mr.  Burr.  I  take  no  offense,  Mr.  Kuhn.  I'd  like  that  in  the  record 
please. 
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Mr.  KUHN.  Mr.  Chairman,  I  fully  concur  with  your  statement 
about  the  things  that  need  to  be  covered  in  this  legislation.  I  also, 
again,  agree  with  your  comment  that  depending  on  what  terms  and 
conditions  you  put  on,  it  does  affect  the  value  of  the  bids  that  you 
might  receive,  but  I  guarantee  you  those  bids  will  be  a  lot  higher 
if  you  do  put  them  out  to  an  open  bidding  process,  as  opposed  to 
selling  them  to  their  preference  customers  strictly  at  their  current 
asset  value. 

You  would  also  be  foregoing  the  taxes  that  are  paid  to  the  Fed- 
eral Treasury  each  and  every  year  by  taxpaying  entities,  assuming 
that  they  would  win  the  bid.  This  is  a  situation  on  the  tax  side  of 
the  equation  that  I  think  one  should  look  at,  also. 

Electric  utilities  in  this  country  pay  $7  billion  a  year  in  Federal 
taxes.  That  is  not  the  situation  with  respect  to  the  preference  cus- 
tomers that  are  otherwise  being  considered  for  directly  transferring 
ownership  to  these  entities. 

Also,  I  would  suggest  that  if  these  entities  are  being  purchased 
by  preference  customers,  that  they  now  be  allowed  to  use  tax-ex- 
empt financing. 

Mr.  Burr.  If,  in  fact,  and  I  think  you  stated  in  your  testimony 
that  PMA  assets,  upon  privatization,  should  be  subject  to  FERC's 
full  jurisdiction;  now,  if  a  municipality  purchases  the  assets  of  a 
PMA,  should  that  entity  then  become  subject  to  FERC  rates  or  cor- 
porate regulations? 

Mr.  KuHN.  I  think  that,  Mr.  Chairman,  if  a  municipality  was  the 
winning  bidder,  and  I  would  hope  that  the  only  way  that  they 
would  be  able  to  become  the  purchaser  would  be  in  a  wining  bid 
situation,  that  they  should  be  fully  subject  to  FERC  jurisdiction. 

Mr.  Burr.  In  your  mind,  would  that  be  a  departure  from  the  ex- 
isting regulatory  treatment  of  such  an  entity  as  a  municipality? 

Mr.  KuHN.  I  think  that  as  Chair  Moler  suggested,  it  would  be, 
and  it  should  be  in  today's  competitive  marketplace. 

Mr.  Burr.  Would  that,  in  your  mind,  require  some  significant 
changes  to  the  Power  Act? 

Mr.  KuHN.  I  think  it  would  require  changes,  as  suggested  in 
Chair  Moler's  testimony,  that  would  be  needed  in  this  legislation 
to  accomplish  that. 

Mr.  Burr.  I  hope  you  can  see  that  we're  somewhat  confused  on 
this  committee  with  the  detail  that's  lacking.  I  think,  just  after 
reading  Congressman  Foley's  plan,  though  it's  simple  and  it  sounds 
good,  that  it  doesn't  address  all  the  what-ifs  that  those  individuals 
who  might  like  to  bid,  those  individuals  who  currently  are  involved 
and  are  consumers  of  this  power  that's  generated  by  PMA's — in 
fact,  I'm  not  sure  that  we  can  get  every  little  angle  on  this  sale 
prior  to  it. 

How  do  you  see  that  affecting  the  interest  of  private  sector  com- 
panies that  might  be  interested  in  bidding  on  these?  I  mean,  I  see 
a  deterioration  of  the  sale  cost.  And  I  realize  that  with  open  bid- 
ding, you  feel,  with  every  condition  that  we  could  put  on  them,  we 
could  achieve  higher  than  the  $4  billion. 

Mr.  KuHN.  A  great  deal  higher. 

Mr.  Burr.  Is  there  any  one  thing  that  you  see  that  has  been  dis- 
cussed that  would  devalue  the  bids  significantly? 
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Mr.  KUHN.  Mr.  Chairman,  I  really  don't  see  any  major  impedi- 
ments. I  really  don't  see  it  as  that  complex  a  situation.  These  are 
technical  changes  in  the  rules.  I  think  that  it  is  not  a  complex  situ- 
ation. 

You,  as  the  legislators,  really  have  to  decide  the  main  issue, 
which  is  the  rate  issue,  and  that  is  the  rate  protection  issue. 

Once  that  is  decided,  I  don't  think  that  the  other  questions  that 
you  deal  with,  that  Chair  Moler  very  much  suggested,  would  be  ju- 
risdictional questions  that  should  be  dealt  with  in  this  legislation 
that  we  agree  with,  are  that  terribly  complex. 

Mr.  Burr.  I  thank  you  for  your  answers  and  I'm  going  to  hand 
the  chair  off  and  run. 

Mr.  KuHN.  Thank  you,  sir. 

Mr.  SCHAEFER.  Mr.  Kuhn,  how  long  does  it  take  FERC  to  issue 
a  hydroelectric  license? 

Mr.  Kuhn.  It  can  be  very  long,  Mr.  Chairman,  sometimes  10 
years  or  longer.  I've  seen  it  go  up  to  10,  15  years  or  so. 

Mr.  SCHAEFER.  And  for  what  reasons?  What  seem  to  be  the  big- 
gest hang-ups? 

Mr.  Kuhn.  Well,  the  main  issues  are  issues  of  water  rights,  of 
environmental  issues,  water  flows — ^you  name  it — State,  Federal  ju- 
risdictional questions. 

Mr.  SCHAEFER.  Let  me  ask  you,  would  EEI  support  a  provision 
in  the  legislation  which  would  provide  that  the  privatized  dams 
would  not  have  to  be  licensed  for  a  period  of  time?  And  if  so,  what 
period  of  time  would  be  acceptable? 

Mr.  Kuhn.  We  very  much  would  support  that  kind  of  condition, 
Mr.  Chairman.  Mr.  Foley  has  in  his  legislation  10  years.  Because 
the  process  can  be  longer,  we  would  probably  suggest  a  longer  pe- 
riod of  time,  but  I  think  that  basically  you  should  also  remember 
that  whoever  would  be  the  purchaser  would  operate  those  dams 
under  the  current  conditions,  would  capture  the  current  operations 
conditions  that  are  currently  being  applied  to  those  facilities.  So, 
you  know,  the  net  impact  would  be  no  change  until  you  did  reli- 
cense  that  situation. 

Mr.  SCHAEFER.  I  seem  to  think  that  maybe  10  years  might  be  a 
little  bit  short,  and  maybe  it  should  be  pushed  to  20,  25  years.  How 
would  you  react  to  that? 

Mr.  Kuhn.  I  think  that  would  give  a  great  deal  of  comfort  to  in- 
vestors, that  you  would  be  able  to  operate  those  facilities  under  the 
current  operating  conditions  for  20  to  25  years  and  that  would  give 
a  great  deal  of  assurance  to  investors.  And  again,  you  would  be 
subject  to  the  relicensing  when  that  term  expired,  and  perhaps  dif- 
ferent conditions  at  that  time.  But  it  would  certainly  facilitate  the 
sale  if  you  did  that  kind  of  provision. 

Mr.  SCHAEFER.  It  seems  to  me  it  would.  A  longer  period,  they'd 
be  much  more  comfortable  in  investing  in  it. 

Your  testimony  refers  to  capturing  the  current  operating  condi- 
tions of  the  facility  as  a  FERC  license  with  a  specific  minimum  li- 
cense term,  after  which  the  facilities  would  be  subject  to  FERC's 
normal  relicensing  process. 

How  long  would  it  take  for  the  PMA  hydroelectric  facilities  to  be 
brought  up  to  FERC's  standards  that  we're  talking  about? 
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Mr.  KUHN.  Well,  I  think,  as  Chair  Moler  indicated,  there  are  a 
lot  of  facilities  out  there,  and  I  would  hope  that  Federal  Govern- 
ment would  be  operating  them  at  FERC  standards  at  the  current 
time.  But  I  think  you  have  to  look  at  that  on  a  case  by  case  basis, 
Mr.  Chairman.  I  don't  know  how  to  assess  them  individually. 

But  presumably,  as  she  indicated,  the  Corps  of  Engineers  if  fairly 
adept  at  running  these  facilities,  and  we  would  think  that  the  cur- 
rent operating  conditions  would  be  fairly  high  and  fairly  good. 

Mr.  SCHAEFER.  Well,  what  is  the  difference  between  the  Corps 
standards  and  FERC  standards?  I  know  they  deal  with  some  dif- 
ferent things? 

Mr.  KuHN.  Well,  I'm  not  sure  that  they  do  deal  with  different 
things.  I  think  they  deal  with  many  of  the  same  issues.  I  could 
probably  do  an  analysis  of  that. 

Mr.  ScHAEFER.  For  example,  from  the  safety  standpoint  of  the 
dams,  the  Corps  really  knows  a  little  bit  more  about  that  than 
FERC. 

Mr.  KuHN.  The  Corps  may  know  more  about  that  than  FERC  but 
I'm  not  sure  that  they  know  more  about  that  than  electric  utilities. 
There  are  many  electric  utilities  in  this  country  that  run  dams  and 
have  conditions  that  are  probably  very  similar  to  the  ones  that  the 
Corps  operates  under  and  I  think  are  doing  a  very  good  job  of  mak- 
ing sure  that  those  facilities  are  run  in  a  way  that 

Mr.  ScHAEFER.  Of  course,  I  would  imagine  that  if  there  was  pri- 
vatization, whoever  the  bidders  were  would  certainly  be  inspecting 
the  facilities  quite  strenuously  prior  to  bidding  on  them,  I  would 
think.  Wouldn't  that  be  the  case? 

Mr.  KuHN.  Well,  I  think  that  obviously  the  investors  would  be 
doing  that.  I  think  that  you  would  probably  have  a  bidding  team 
with  investment  bankers  involved  at  DOE  to  analyze  the  facilities 
and  that  would  be  for  sale  and  obviously,  the  specific  interested 
buyers. 

And  again,  I  would  say  that  could  be  investor-owned  utilities;  it 
could  be  public  power;  it  could  be  co-ops;  it  could  be  independent 
power  producers  that  would  perhaps  have  an  interest  in  those  fa- 
cilities. But  there  would  be  a  great  deal  of  due  diligence  on  what 
the  facility's  condition  is. 

Mr.  SCHAEFER.  I  imagine  there  would  be. 

Now,  if  the  FERC  had  the  authority  to  withhold  the  hydroelectric 
license  from  a  privatized  facility,  the  ability  of  potential  purchasers 
to  obtain  financing  would  be  impacted,  would  it  not? 

Mr.  KuHN.  It  would  be  very  much  impacted,  Mr.  Chairman.  I 
think  that  the  investors  would  need  the  assurance  that  the  facili- 
ties being  purchased  could  be  run  for  a  period  of  time.  And  if  there 
was  a  relicensing  situation,  what  would  be  the  impositions  on  that 
relicensing? 

So  that  is  why,  again,  as  you  suggested,  we  think  that  a  period 
of  time  does  need  to  be  put  into  place  here  in  which  the  facilities 
could  be  run  under  current  operating  conditions. 

Mr.  SCHAEFER.  Should  FERC  be  given  the  authority  to  say  no  to 
a  request  for  a  hydroelectric  license  from  a  former  PMA? 

Mr.  KuHN.  Should  they  be  given  the  ability  to  say  no  to  a 

Mr.  SCHAEFER.  Request  for  a  hydroelectric  license  from  a  former 
PMA  facility. 
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Mr.  KUHN.  I  think  that  FERC  should  have  that  authority,  abso- 
lutely. I  would  very  much  agree  with  that. 

Mr.  SCHAEFER.  Well,  I  think  that  pretty  well  takes  care  of  the 
questions  I  have  and  I  think  that  Mr.  Pallone  may  have  some  writ- 
ten questions,  Mr.  Kuhn.  We  appreciate  the  fact  that  you  are  here 
today  and  any  further  questions  will  be  submitted  in  writing. 

Mr,  Kuhn.  We'll  be  very  pleased  to  answer  them,  and  than  you 
very  much  for  the  opportunity,  Mr.  Chairman. 

Mr.  SCHAEFER.  Thank  you.  The  subcommittee  is  now  adjourned. 

[Whereupon,  at  12:36  p.m.,  the  hearing  was  adjourned.] 

[The  following  material  was  received  for  the  record:] 

Prepared  Statement  of  The  American  Public  Power  Association 

The  American  Public  Power  Association  (APPA)  appreciates  the  opportunity  to 
submit  this  statement  for  the  record  of  the  subcommittee's  hearing  held  on  July  19, 
1995  regarding  regulatory  issues  related  to  transferring  federal  power  marketing 
administration  (PMA)  facilities  and  functions  to  non-federal  entities.  These  issues 
arise  from  the  subcommittee's  consideration  of  H.R.  1801,  by  Congressman  Mark 
Foley. 

APPA  is  the  national  service  organization  representing  the  interests  of  over  2,000 
local  publicly  owned  electric  utilities  operating  in  49  states,  Puerto  Rico,  Guam, 
American  Samoa  and  the  Virgin  Islands.  More  than  550  such  systems  purchase 
power  from  the  PMA's  including  the  Western  Area  Power  Administration,  the 
Southwestern  Power  Marketing  Administration,  and  the  Southeastern  Power  Mar- 
keting Administration.  A  list  of  all  purchasers  of  federal  power  is  attached. 

As  indicated  in  the  attached  resolution  adopted  by  APPA's  membership  at  our  an- 
nual business  meeting  on  June  27,  1995,  APPA  continues  to  support  federal  owner- 
ship of  the  PMA's  and  opposes  privatization  to  investor-owned  utilities.  Obviously, 
we  oppose  H.R.  1801.  In  addition,  in  order  to  preserve  competitive  positions  and  pro- 
tect consumer  interests,  APPA  is  willing  to  consider  alternatives  that  would  protect 
and  enhance  the  benefit  of  the  PMA's  for  both  the  federal  government  and  publicly 
owned  electric  utilities. 

Alternatives  could  include  a  transfer  of  greater  responsibility  over  the  facilities 
from  the  relevant  federal  agencies  to  the  current  customers.  Such  an  arrangement 
could  virtually  eliminate  federal  financial  and  operational  roles  and  reduce  federal 
payrolls  in  the  PMA's  while  allowing  the  federal  government  to  retain  title  to  the 
PMA  facilities. 

The  subcommittee's  hearing  on  this  issue  is  predicated  on  the  assumption  that 
legislation  such  as  H.R.  1801  to  transfer  the  PMA's  to  non-federal  entities  will  be 

f)art  of  the  final  budget  reconciliation  bill  currently  pending  in  Congress.  APPA  be- 
ieves  that  such  an  assumption  is  premature  at  best.  H.R.  1801  is  not  under  active 
consideration  by  the  House  Resources  Committee,  the  panel  that  has  jurisdiction 
over  any  disposition  of  the  PMA's.  Moreover,  neither  the  Resources  Committee  nor 
the  Senate  Energy  and  Natural  Resources  Committee  (the  Senate  committee  of  ju- 
risdiction) have  even  released  draft  proposals  indicating  how  they  intend  to  meet 
their  budget  requirements.  To  the  contrary,  there  is  evidence  of  substantial  opposi- 
tion to  a  sale  of  the  PMA's  in  the  104th  Congress.  At  the  conclusion  of  a  recent 
hearing  by  the  Senate  Energy  and  Natural  Resources  Committee  on  this  issue, 
Chairman  Murkowski  declared  that  there  were  not  enough  votes  on  the  committee 
for  a  sale  of  the  PMA's.  In  addition,  during  consideration  of  its  budget  resolution, 
the  Senate  added  a  sense  of  the  Senate  amendment  stating  that  the  necessary  budg- 
et savings  should  be  achieved  from  mandatory  energy  programs  other  than  sale  of 
the  PMA's. 

Nevertheless,  we  respect  the  subcommittee's  jurisdiction  over  energy  regulation 
and  its  desire  to  look  forward  to  consider  the  regulatory  consequences  of  a  possible 
transfer  of  PMA  assets.  APPA's  comments  will  briefly  address  the  treatment  of 
three  regulatory  issues — rates,  FERC  licensing,  and  transmission  access — relative  to 
three  possible  dispositions:  sale  to  investor-owned  utilities;  sale  to  publicly-owned 
utilities;  and  transfer  of  control  and  operation  to  publicly-owned  utilities. 

In  general,  APPA  believes  that,  if  the  facilities  currently  owned  by  the  PMA's  are 
transferred  out  of  federal  control  or  ownership,  the  applicable  regulations  should  be 
those  that  now  govern  the  type  of  entity  to  which  the  facilities  are  sold  or  trans- 
ferred. Thus  if  they  were  to  be  sold  to  investor-owned  utilities,  the  generation  and 
transmission  facilities  would  be  subject  to  FERC  and  state  public  utility  commission 
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regulation  as  applicable  for  rates,  transmissions  access,  and  licensing.  Since  the  hy- 
droelectric facilities  are  currently  not  licensed  pursuant  to  federal  ownership,  pur- 
chase by  a  new  entity,  therefore,  might  require  licensing.  Similarly,  if  control  or 
ownership  of  the  PMA  facilities  is  transferred  to  the  current  customers,  rate  and 
other  regulation  should  be  the  jurisdiction  of  the  current  rate-setting  and  regulatory 
entities  as  applicable. 

Rates 

Wholesale  rates  for  power  generated  by  municipal  utilities  are  not  subject  to 
FERC  review,  and  FERC  provides  only  limited  review  of  PMA  rates.  For  municipal 
utilities,  rates  for  retail  power  sales  are  set  by  the  local  rate  setting  authority,  gen- 
erally, the  city  council  or  an  elected  board.  If  ownership  or  control  of  the  PMA's  is 
transferred  to  the  current  customers,  establishment  of  the  rates  for  power  generated 
at  these  facilities  would  be  governed  by  the  terms  and  conditions  of  the  contracts 
and  repayment  formulas  in  place  related  to  the  power  allocations  from  these  facili- 
ties and  consistent  with  the  requirement  for  cost-based  rates.  However,  as  discussed 
below,  transmission  rates  charged  by  municipal  utilities  for  the  PMA  transmission 
facilities  would  probably  be  subject  to  FERC  rate  regulation  as  a  practical  matter. 

Hydroelectric  Licensing 

As  mentioned  above,  purchase  of  the  generation  facilities  might  trigger  FERC  li- 
censing requirements.  This  would  be  true  whether  the  purchaser  was  an  investor- 
owned  utility  or  publicly-owned  utility.  Congress,  of  course,  could  direct  whether 
these  projects  should  be  licensed  by  FERC  or  whether  to  award  the  transferees  a 
limited  or  perpetual  license  directly.  On  the  other  hand,  if  the  facilities  remain 
under  federal  ownership  with  a  transfer  of  only  operation  and  control  of  the  assets, 
FERC  jurisdiction  under  Part  1  of  the  Federal  Power  Act  (FPA)  would  not  apply. 
Under  this  type  of  PMA  asset  disposition,  no  change  would  be  necessary  with  regard 
to  FERC  licensing  since  the  federal  government  would  retain  ownership  of  the  facili- 
ties. 

Transmission  Access 

Under  the  provisions  of  the  Energy  Policy  Act  of  1992  (EPAct),  all  electric  utilities 
are  subject  to  FERC  jurisdiction  under  Section  211  of  the  FPA.  In  general,  however, 
municipal  utilities  and  rural  electric  cooperatives  are  not  subject  to  rate  review 
under  Sections  205  and  206.  Municipal  utilities  are  exempt  from  the  FPA's  defini- 
tion of  "public  utility"  as  it  applies  in  those  sections  and  cooperatives  are  exempt 
as  a  result  of  their  regulation  by  the  Rural  Utilities  Service. 

FERC  has  used  its  mandate  under  Sections  205  and  206  to  prevent  "undue  dis- 
crimination" as  the  basis  for  requiring  open  access,  comparability  tariffs  under  its 
pending  Notice  of  Proposed  Rulemaking  (NOPR).  Concern  has  been  expressed  that 
if  the  PMA's  were  purchased  by  the  existing  customers,  the  transmission  facilities 
would  not  be  subject  to  FERC's  authority  under  Sections  205  and  206  and  thus  no 
such  tariffs  would  be  filed  for  these  facilities.  APPA  does  not  believe  this  is  an  issue. 

Notwithstanding  the  fact  that  municipal  utilities  and  rural  cooperatives  are  ex- 
empt from  the  direct  jurisdiction  of  FERC  under  Sections  205  and  206,  we  believe 
that,  as  a  practical  matter,  these  facilities  will  be  covered  by  the  rules  resulting 
from  the  NOPR.  This  will  likely  occur  in  two  ways: 

1)  The  reciprocity  provisions  of  the  NOPR  require  any  utility  requesting  trans- 
mission service  to  provide  transmission  service  under  the  same  comparability  stand- 
ards. The  steady  increase  in  more  efficient  use  of  available  transmission  facilities 
plus  the  nature  of  day-to-day  transactions  between  utilities  to  meet  short  and  long 
term  fluctuations  in  load  conditions  will  result  in  numerous  tariff  filings  under 
these  reciprocity  provisions. 

2)  Under  FERC's  guidelines,  any  participant  in  a  Regional  Transmission  Group 
(RTG)  must  have  an  open  access  comparability  tariff.  Thus,  any  electric  utility  par- 
ticipating in  an  RTG  would  be  subject  to  the  same  FERC  transmission  policies  as 
any  "public  utility".  In  fact,  municipal  utilities  were  among  the  first  to  champion 
the  RTG  concept  and  led  in  the  development  of  RTGs  in  several  regions  of  the  coun- 
try. 

As  a  result  of  these  policies,  any  transfer  of  the  PMA  transmission  facilities,  re- 
gardless of  the  type  of  transfer  or  recipient,  would  subject  these  facilities  to  the 
same  regulatory  treatment  as  public  utilities.  APPA  played  a  leadership  role  in  the 
formation  of  the  transmission  policies  in  EPAct  under  which  FERC  is  now  develop- 
ing the  implementation  rules.  APPA  continues  to  support  open,  non-discriminatory 
access  to  all  transmission  facilities. 
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Conclusion 

One  of  the  essential  tenets  underljdng  EPAct  and  its  implementation  by  FERC 
is  to  promote  greater  competition  in  the  electric  utility  industry.  APPA  supports 
that  goal  and  continues  to  work  with  the  Congress  and  FERC  to  achieve  it.  Any 
transfer  of  the  PMA's  to  investor-owned  utilities,  however,  would  significantly  alter 
the  competitive  relationship  in  the  industry  to  the  detriment  of  consumer-owned 
utilities.  This  policy  matter  is  of  much  greater  issue  and  magnitude  than  the  regu- 
latory treatment  of  these  facilities  should  they  be  transferred  from  federal  owner- 
ship. 

APPA  believes  that  if  a  transfer  to  the  current  customers  occurs,  regulation  of  the 
facilities  should  be  consistent  with  the  regulatory  requirements  for  the  type  of  entity 
to  which  the  facilities  are  transferred.  No  additional  requirements  are  necessary  to 
ensure  that  effective  competition  will  be  maintained  and  that  the  goals  of  the 
EPAct,  and  the  policies  of  FERC  are  achieved. 

However,  if  tne  assets  are  transferred  to  investor-owned  utilities,  particularly 
under  an  auction  process,  there  could  be  substantial  impacts  on  the  industry  with 
regulatory  impacts  that  the  subcommittee  should  consider.  For  example,  there 
would  be  substantial  rate  increases,  particularly  if  the  power  is  then  sold  at  market 
rather  than  cost  based  rates.  To  mitigate  rate  increases,  some  sale  proposals  have 
included  rate  caps.  Such  caps  at  best  only  defer  the  inevitable  rate  increases.  Fur- 
ther rate  caps  imply  additional  regulatory  involvement  in  a  time  when  less  regula- 
tion not  more  is  the  preferred  course. 

Again  we  appreciate  the  opportunity  to  submit  this  statement  and  we  look  for- 
ward to  working  with  the  subcommittee  on  these  issues  and  all  other  energy  policy 
matters. 

Attachments:  Resolution  adopted  by  APPA  membership,  June  27,  1995.  List  of 
federal  power  customers  of  SEPA,  SWPA,  and  WAPA.  List  of  the  federal  and  state 
agency  purchasers  of  SEPA,  SWPA,  and  WAPA. 

Future  of  the  Power  Marketing  Administrations 

For  more  than  a  decade,  efforts  to  privatize  the  federal  Power  Marketing  Adminis- 
trations (PMA's)  have  been  defeated  through  the  combined  efforts  of  federal  power 
customers  and  their  congressional  supporters.  Currently,  both  the  Administration 
and  Congress  are  aggressively  advocating  sale  of  the  PMA's,  with  the  debate  focus- 
ing on  transferring  the  PMA's  to  existing  customers  or  auctioning  the  PMA's  to  the 
highest  bidder.  In  addition  the  abolishment  of  the  federal  Department  of  Energy  is 
being  seriouslv  considered. 

Existing  federal-power  allocations  serve  as  a  fundamental  component  of  the  bulk 
power  supply  of  more  than  1,100  consumer  owned  utilities.  Transferring  ownership 
or  control  of  this  resource  to  private  utilities  would  cause  substantial  economic  dis- 
location in  the  communities  currently  served  by  federal  power  and  would  drastically 
distort  competitive  relations  within  the  electric  utility  industry.  In  1986,  Congress 
determined  in  the  Electric  Consumer  Protection  Act  that  the  economic  value  of  low- 
cost  hydropower  facilities  should  be  preserved  for  the  customers  of  those  utilities 
that  had  previously  depended  upon  those  resources.  Auctioning  the  PMA's  to  the 
highest  bidder  would  run  counter  to  that  precedent. 

NOW,  THEREFORE,  BE  IT  RESOLVED:  the  American  Public  Power  Association 
(APPA)  continues  to  support  federal  ownership  of  PMA's,  the  preference  principle 
and  cost-based  pricing  of  hydropower  generated  at  federal  dams. 

BE  IT  FURTHER  RESOLVED  THAT:  while  APPA  continues  to  oppose  the  privat- 
ization of  the  PMA's,  in  order  to  preserve  competitive  positions  and  protect 
consumer  interests  APPA  is  willing  to  consider  alternatives  that  preserve  and  en- 
hance the  value  of  federal  assets  for  firm  power  customers;  and 

BE  IT  FURTHER  RESOLVED  THAT:  APPA  supports  in  principle  the  guideline 
drafted  by  the  APPA  Ad-Hoc  Task  Force  on  PMA  Enhancement  concerning  changes 
to  the  PMA's. 
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Kjpun.  Clyaf 

LA 

LifsyaO*  C«Y  of 

LA 

l.wjiOT  EmryyS  Pomw  Aum 

LA 

MnMn  UgN  t  WMr  Daol 

LA 

Morgwt  Cly.  Cly  ct 

LA 

HmtPtOkJKm  Cti  al 

LA 

Umm  RoMt.  Cly  m 

LA 

P^m^mnrm  Cty  UgM  «  W«v 

LA 

Rayn*.  Clyof 

LA 

RuMsn 

LA 

SL  Mwttivlta.  C«y  of 

LA 

JmJWtom  f*tnt\  umam  Ompl 

LA 

VUMi.  Town  of 

LA 

Vh«an  ElKtrlc  U^  OtpL 

LA 

WMh.  Clyof 

LA 

WkviAMt  Cly  of 

LA 

ASiany.  Clyof 

MO 

Baltwiy.  Cly  of 

MO 

BuOv.Clyaf 

MO 

Catnol.  Cly  of 

MO 

MO 

CwTvtal.  Cly  of 

MO 

Cam>ae*  Cly  of 

MO 

C«««la.Clyaf 

MO 

CMtaoOw.  Cly  of 

MO 

CokjmM  WMr  •  Ugrt 

MO 

FvTTWi0ton,  CJty  o^ 

MO 

Fay«M.  Clyof 

MO 

FradwtcttoiMi  Cly  L9«  4  Poumt 

MO 

FiAonClyof 

MO 

GaMln  MtMdpal  LUHm 

MO 

HamttM.  Ciyof 

MO 

MO 

HtggrtMm  ati  ct 

MO 

Indapsndws  Pw*w  4  LiQht 

MO 

MO 

K««wBCIyaf 

MO 

KMnwod.  Cly  of 

MO 

LwwClyaf 

MO 

LaPMaCiyof 

MO 

Labanon.  Cly  of 

MO 

btacan  MkTictMl  UWUw 

MO 

MMWCIyof 

MO 

MvoM  MfitdpM  UUWh 

MO 

Mwwal  Mmocw  UUKaa 

MO 

MO 

MMr.  Clyof 

MO 

HHinin  J(  Muvc^al  EUC 

MO 

Monraa  Cly.  Cly  of 

MO 

Nmv  MBQirW  C«y  or 

MO 

NbaClyof 

MO 

OdMH.CIyof 

MO 

MO 

MO 

Pw».  Clyof 

MO 

PotMr  Btufr  Cly  of 

MO 

RicfMnd.  Clyof 

MO 

Rodvort.  Cly  of 

MO 

Ran  lAnoM  LmWw 

MO 

SaMtxvy.  Cly  of 

MO 

SftMUna.  Cdy  of 

MO 

StaMonClyof 

MO 

SMv.  Clyof 

MO 

Sonneftad  Cly  of 

MO 

SarMrry.  Cly  of 

MO 

ThaywClyof 

MO 

MO 

Uraom**.  Clyof 

MO 

V««tMM.CIyo( 

MO 

MO 

WMlPMmClyof 

MO 

OK 

OK 

Co«an  PiAfc  Worka  Auttoty 

OK 

CuaNng.  Clyof 

OK 

Oman  Cly  Of 

OK 

Uorado  Cly  of 

OK 

OK 

CWwid  R»*ar  Dam  AuBwty 

OK 

Grama  Cly  of 

OK 

OK 

IjMndon  ToNffi  of 

OK 

ManaouClyof 

OK 

MafTCCIyof 

OK 

OUihoma  MrtOpal  PowMT  Aum 

OK 

OtuataaClyof 

OK 

Pmmw.  Clyof 

OK 

Pfyof.  Clyof 

OK 

PucalClyaf 

OK 

Ryan  Town  of 

OK 

Sa«aaw  Clyof 

OK 

SUatooK  Towm  of 

OK 

Sew  Cly  of 

OK 

SONMv  LUUaa  Aultarty 

OK 

saiMai  uwy  Oapi 

OK 

Stroud.  Clyof 

OK 

Ttfaaqutfi  PuBtc  Worta  Aum 

OK 

W^onar  PuMc  Worta  Aum 

OK 

WMara  Pubtc  Worts  Aumrty 

OK 

Wab«T*aClyof 

OK 

YMClyof 

OK 

BroMnawaa  PuMc  UIBlaa  Boars 

TX 

Cly  of  Jaapar  ugn  4  Pomar 

TX 

Giwmury.  Clyof 

TX 

Haama.  Clyof 

TX 

TX 

LMngalon  Mmopai  eiactnc 

TX 

PWna.  Clyof 

TX 

Sam  Raycun  Muaopal  Pw  A«ny 

TX 

Sangar.  Clyof 

TX 

Saymou,  Cly  of 

TX 

WaMharforD  Mknc«ai  UWy 

TX 

WhAaataro.  Cly  of 

TX 

am  Afaa  Powar  AOraniatraUon 

tJt-Cim  Indian  Cofnmtnry 

AZ 

Araona  Powar  Aumonry 

AZ 

Annna  Poiwar  Peo<  *aai«  anri 

AZ 

AZ 

Cly  of  Maaa  ElactTlc  UOIIy 

AZ 

ElacincM  DM  No3  Ptnal  Cmy 

AZ 

FlacMcal  Otal  Ho*  Ptnal  Cr(y 

AZ 

Flacmcal  OM  NoS  Pinal 

AZ 

Flacmcal  DM  Nofl  Ptnal  Cnty 

AZ 

Flacincal  OMrU  ^4o  2ofP 

AZ 

MMlceoa  Cokrty  M  W  C  CM  f  1 

AZ 

Navaio  Trtbaf  UlWy  Aum 

AZ 

PagaClyof 

AZ 

RaaaaailrTtoaBonDtaWa 

AZ 

Raaaawafl  Walar  Con«>«  OM 

AZ 

SaflordClyaf 

AZ 

Stf  RNar  Prat  A«  1  4  P  OM 

AZ 

Thalohar  Cly  of 

AZ 

Tonamo  aOtfani  Nadon 

AZ 

Wtfon-MofvwK  kT40ra«i  OM 

AZ 

Wldcarttug  Town  of 

AZ 

Alamada  Cly  of 

CA 

CA 

AiuaaClyof 

CA 

CA 

BtgoaClyof 

CA 

CA 

CHaiaraa  PuMcPw  Agwwy 

CA 

CaMorraa  OapMMtt  Raaouoaa 

CA 

CoBanClyof 

CA 

Eaal  Bay  Munldpai  ua  OM 

CA 

GMMMaClyof 

CA 

OfMayCtyef 

CA 

Kay«e>«PUO 

CA 

iiirtamrg  Clyof 

CA 

imparM  ifTlQBBon  Olatrtct 

CA 

Lad  Cly  of 

CA 

LampecClyef 

CA 

Loa  Angaiaa  Cly  of 

CA 
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CA 

ModMk)  IrTlgMufi  OMnd 

CA 

MimiiClyo> 

CA 

Uonrmm  Ctmortiu  Potm  A^tf 

CA 

PitoAloClyaf 

CA 

PmiiniCIyO 

CA 

RaddhgCtyaf 

CA 

RIvwMlaClvof 

CA 

RoM»«*Ctyo( 

CA 

Saeiamwtt  MiMcMi  Utl  DM 

CA 

San  FrmeiMO  Cly  «  Corny  of 

CA 

Sara  Ova  Cly  of 

CA 

ShMti  Oan  ATM  Pub  UH  DM 

CA 

SnntsLMB 

CA 

CA 

Trtniy  County  Put)  LM  DM 

CA 

Tuo(umn«  CaMy  Pv*  Pomiw  Agny 

CA 

CA 

UkMCtyof 

CA 

VamonClyoT 

CA 

Artian—  Rfiw  PoMfv  Auirw«y 

CO 

A«»nCtvo» 

CO 

B<*lngtor  c*yo» 

CO 

C«ntvC<yor 

CO 

Cty  of  Longman 

CO 

Cty  or  LoMMnd  OacartiTMft  of 

CO 

Cotondo  Spmgo  C«y  of 

CO 

Oa*iCtya( 

CO 

Owwar  W«w  Boar) 

CO 

EMM  Pmk  ugn  1  PoMW  D*0L 

CO 

CO 

Fat  CoMns  UgM  t  Poow  0^1 

CO 

Fort  Morgw  ory  of 

CO 

FoiMHn.  Ctyef 

CO 

FradMlek  Town  of 

CO 

CO 

SuVMonClyof 

CO 

HUuiTownof 

CO 

HdyelciClyaf 

CO 

JkiMCwgCtyof 

CO 

LiJun  MMctprt  mwM 

CO 

LMiwClyof 

CO 

CO 

Oak  CfWk  Town  of 

CO 

PMto  RAW  Powar  AuBwrty 

CO 

SprtngtWd  MuntOpal  uma 

CO 

Tonnnof  Hoiy 

CO 

TrMdad  UwMpai  Pomv  «  Ugn 

CO 

WrayClyof 

CO 

VunaClyef 

CO 

AtoonClyaf 

\A 

AJtoClyof 

lA 

AJtonClyof 

lA 

AnMCtyof 

lA 

AnOMnCIyof 

lA 

AOMUcaryof 

lA 

AtntiClyaf 

lA 

SradiCtyaf 

lA 

Coon  Rapid*  Cty  of 

lA 

Conwgdyof 

lA 

OaniaanCtyef 

lA 

Fonda  Cly  of 

lA 

FontniaClyaf 

\A 

GlddMCIyaf 

lA 

OraaSlngv  Cly  of 

lA 

HaiMnClyof 

lA 

KartayClyof 

lA 

HaiwrtanClyaf 

lA 

HMonClyof 

lA 

tOmHBonClyef 

lA 

LJla  Park  Cly  of 

lA 

Latta  VWw  Cly  of 

lA 

LauranaClyof 

lA 

LanaaClyof 

lA 

MvaaToMiof 

lA 

Manning  Cly  of 

lA 

MapMonClyof 

lA 

MMbrtClyof 

lA 

MuacadnaClyof 

lA 

NaetiClyof 

lA 

Naw  Hanwton  Mmcva*  Ugh*  Plai*  lA 

OnamaClyof  |A 

Oranga  Cly  Cly  of  |A 

PaktfnaClyof  ia 

Pnm^arClyof  |a 

Romaan  Cly  of  |A 

Rock  Ractda  Cly  of  |A 

Sanfiom  Clyof  |A 

ShatjyClyof  |A 

SIXayClyof  ia 

S«ui  Canlar  Cly  of  |A 

Spanoar  Clyof  |a 

StartonClyof  |A 

WacaClyof  |A 

Wal  Lite  Cly  of  |A 

Watialar  Cly.  Cly  of  |A 

WoodbnaClyof  |a 

Anadla.  Clyof  kS 

Aantand.  Clyof  KS 

Biln<a.  Clyof  KS 

Baiott.  Clyof  KS 

Butrigaiiia.  Clyof  KS 

C4M*ar  Cly.  Cly  of  KS 

Car««la.  Cly  of  KS 

Dtgraon.  Cly  of  KS 

Ertwprtaa.  Clyof  KS 

aar««r.  Clyof  KS 

Gtaacs.  Clyof  KS 

Qan  EJdar.  Cly  of  KS 

HI  Cly.  Cly  of  KS 

LMn.  Clyof  KS 

LixamCanlv.  Clyof  KS 

uxaa.  Clyof  KS 

Mantoto.  Cly  of  KS 

Oaaoa  Cly.  Clyof  KS 

Oabofna.  Cly  of  KS 

Sanaca.  Clyof  KS 

SI  Marya.  Cly  of  KS 

.Clyof  KS 

MrPtart  KS 


Ada  Cly  of 

Adrtwi  P\Alc  Utflttaa  Convn 

Aiaandna  Cly  of 

AuadaClyof 

Bama«w«a  Cly  of 

Bafvon  Clyof 

BkMjnvig  Pralrta  Pubttc  Utl 

Bradonrtdg*  Cly  of 

Oalrat  Li*M  Cly  of 

£aal  Grand  Form  Cly  of 

EDow  LMa  Cly  of 

FwfaxClyof 

FHrmort  PuMc  UtillMa  Comm 

FoaalonClyof 

Grand  Irtaraa  Pvibic  UMMtaa 

Grama  Fali  Town  of 

HaMadClyof 

HaiMay  Pubic  UOWaa  CofTvn 

HannngClyof 

JactoonClyof 

KandtyoN  Cly  of 

LMia  Cly.  Cly  of 

Laka  Park  Cly  of 

LikaAaUCIyof 

LtcMWd  Ruble  UtWy  Corm 

UiMmaClyof 

MadiaanClyof 

MaranalClyof 

Maloaa  Pubic  uawaa 

UoomaadClyof 

Mora  Mk««ipa«  UIMtaa 

Uaw«B*i  Laki  Cly  of 

Nmt  Pragua  Mtnopal  UU  Conm 

NM)«aidM  Cly  of 

MlafaiHi  Cly  of 

NofVi  Branen.  Cly  of 

OivtaClyof 

OrtonvMa  Cly  of 

Ofnatonna  Pubic  UttMa* 

PraalBn  PubAc  UtflUaa  Convn 
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MN 

HoMard  Graaiay  Rtnf  PPO 

NE 

R«»iiioad  Fiti  PuMc  UH  C«rTvn 

MN 

unparw.  Cly  of 

NE 

Rochmtm  PyJOtc  \jmim 

MN 

indlanota  Cly  of 

NE 

SmMCmntmOtfol 

MN 

KBR  Rtm  Pubic  Pom*  Otai 

NE 

Sh^Clyo* 

MN 

Kknoai.  Cly  of 

NE 

Stnpr  Ey«  PuUc  U««y  Conn 

MN 

LaualClyof 

NE 

SoUXti  l>*ro— im  Mm  Pw  Agny 

MN 

Ltaon^on.  Cly  of 

NE 

Sonng  v^n  Pubic  UtMlM 

MN 

Lnoom  EJaetne  Syatam 

NE 

SpnngfWM  Put*:  U«tt  Con«n 

MN 

LodgapcM.  Cly  of 

NE 

StJacTwaCtyof 

MN 

Lo>«  RMT  PMrie  Pmiar  OMrld 

NE 

St  P«Mr  lwkMe«pri  Elac  ml 

MN 

La«  Vaiay  Ri^al  PPO 

NE 

stmtwctyar 

MN 

Lyman.  Wao*  of 

NE 

Staph«)Ctya( 

MN 

LtonaClyof 

NE 

ThMf  RMv  Fate  Cly  of 

MN 

MrCooK  P\«*c  Pa«<ar  OW 

NE 

TyWCIyof 

MN 

Mta^ai.  Clyof 

NE 

WaMraCtyof 

MN 

Uonfl.  VMiQaof 

NE 

WamnClyof 

MN 

MiMn.  Wagaof 

NE 

WMW^Ctyof 

MN 

MkMc«M  Erafyy  Agancy  of  NE 

NE 

WMi  Pubic  LMUh 

MN 

Habrmuu  Cly  Cly  of 

NE 

WMffiraoK  Cty  of 

MN 

Natraata  Pubic  Powar  0«atrlci 

NE 

wamv  MunopM  UOli  Comm 

MN 

NaiQfi  kA#vcipai  P9Mf 

NE 

wlnoofTi  C«y  of 

MN 

Noma  Puiic  Powar  Oial 

NE 

Woftftfipton  Pxjbttc  UtflRiM 

MN 

Norvi  Canni  PPO 

NE 

C««ai«Clyaf 

NO 

NE 

GnftBnCtyaf 

NO 

Horpmtm  Nabraana  Rur«  PPO 

NE 

HmbcnOtfel 

NO 

NorVMvai  Rini  PPO 

NE 

HopaOlyof 

NO 

NE 

LaksaCIyof 

NO 

OrtClyof 

NE 

MMdocuClyof 

NO 

Oidord  VBaga  of 

NE 

NortniMood  Cly  of 

NO 

PandarClyof 

NE 

PvtRnmOtial 

NO 

PtaraaClyof 

NE 

Rtirmm 

NO 

Plainvww  Cly  of 

NE 

SfaranClyot 

NO 

Po*  Ca««y  Rural  PPO 

NE 

SttMon.  Clyof 

NO 

RandoMt.  Cly  of 

NE 

Vain  Cly  Cly  of 

NO 

Rad  Ckxjd  Cly  of 

NE 

AJtww*.  Ctyof 

NE 

Rooaviai  Pubic  PoMiar  Otal 

NE 

AnMyClyof 

NE 

Saroanciyof 

NE 

AmaUV1liiO*a( 

NE 

Se*w»«ar  Cly  of 

NE 

AubunClyor 

NE 

S«waro  Cokrty  Rkrt  PPO 

NE 

Bamt  Owk.  Cly  of 

NE 

SMctday  VVaga  of 

NE 

NE 

Sidnay.  Clyof 

NE 

BMincaClyof 

NE 

Snydar.  Clyef 

NE 

B«*i«r  Cty  Cly  of 

NE 

South  Careal  Pubic  Powar  DM 

NE 

Bartlman.  Cly  o< 

NE 

Soumam  Nabraata  Rmf  PPO 

NE 

BJuiHaciyaf 

NE 

SouViwaal  Pubic  PoMar  OM 

NE 

Bndgwort.  Cty  of 

NE 

SoaMng  vaaga  of 

NE 

BraMn  Bow  Cty  of 

NE 

Spanoar  Cly  of 

NE 

B<«t  Couray  P\Aic  PonMT  Oat 

NE 

Siarian  Corny  PPO 

NE 

Bt««Mi  Cty  of 

NE 

Stuart  Cly  of 

NE 

BuDw  Couty  Rml  PPO 

NE 

S«jpanor.  Cly  of 

NE 

CUpiW)  Vigaof 

NE 

SyrecuaaClyof 

NE 

Cambrldgi  Cly  of 

NE 

Tacunaan  Cly  of 

NE 

C«dv-*(naB  Pubic  PoMW  OM 

NE 

TwrnValayaPPO 

NE 

C«rtr«  Cty.  Cly  of 

NE 

WahooClyof 

NE 

Chacpii.  Cly  of 

NE 

Waunata  Vlaga  of 

NE 

OwTWwy  Rock  Pubic  Pannar  OM 

NE 

WaynaClyof 

NE 

Coad.  Ctyof 

NE 

Wayna  Corty  Pubic  Prnnar  OW 

NE 

CrataClyof 

NE 

Waal  Pom  Cly  of 

NE 

NE 

WhaalBalPPO 

NE 

CurMClyof 

NE 

WftarClyof 

NE 

Cuatar  Pubic  Powar  DM 

NE 

WhWda  vaaga  of 

NE 

OavWCIyClyof 

NE 

WlanarClyof 

NE 

Datiaon  Coxty  PPD 

NE 

Wood  RKiar  Cly  of 

NE 

OaWBVa^aof 

NE 

York  Corny  Rml  PPO 

NE 

OaatMrCiyof 

NC 

AaaeClyof 

NM 

OorcnaaHT.  VBagaof 

NE 

FamanQton  Cly  of 

NM 

Ek  CrwK.  vaaga  e( 

NE 

OaMtClyof 

NM 

EHiemRmPPO 

NE 

Loa  AJamoa  CoiMy 

NM 

Emareon.  Cly  of 

NE 

Ralon  Pubic  San«oa  Co 

NM 

Fairburir  Cly  of 

NE 

Trum  or  C<r«aquanoaa  Cly  of 

NM 

FMaCly.  Clyof 

NE 

BoUdarClyClyof 

NV 

NE 

Cowado  RKw  CoiTvn  of  M»«da 

NV 

Framoni  Cly  of 

NE 

Lroem  Coxvy  Pwr  Ow  f  i 

NV 

Oartio.  Clyof 

NE 

Ovaiton  Powar  0«ai  »5 

NV 

Gfind  Wand  Cly  of 

NE 

Abardaan 

SO 

GfanLCIyof 

NE 

Artr>9onClyaf 

SO 

NE 

Amra  Cly  of 

SO 

Ha«»igaClyaf 

NE 

BadgarClyof 

SO 

HOttaga.  Ciyof 

NE 

Baraaford  Cly  of 

SO 

82 


BigStowClyof 

SO 

r'lrqwan  Cay  Carp 

UT 

Braoungs  C«Y  o( 

SO 

Payaon  Cay  Ccrp 

UT 

BfVirtC*vo( 

so 

Prtoa  Mfwapal  Corp 

UT 

Bunmoum 

so 

UT 

CoinnanCtyof 

so 

ruam  cay  Corp 

UT 

Ealallna  Cty  of 

so 

Spring  Cay  Corp 

UT 

FmClyoT 

so 

UT 

FlandTMu  C*y  o( 

so 

SI  G«)rga  cay  of 

UT 

Fort  Pt»t«  C»y  of 

so 

StrawMrry  EJactnc  Sarv  Otat 

UT 

OratonClyaf 

so 

UT 

Haarovid  Conaumn  PoMW  OW 

so 

Ajgoma  Utflty  Corrvrvaann 

Wl 

HMMCtYaf 

so 

Arcad*  Elactne  Uiaay 

W1 

no— rtC*yo> 

so 

Biaai  Rvar  Fali  Mmom  Elac 

Wl 

Ungfora  ToMnof 

so 

Boaooeal  Mmopaf  UUHMa 

Wl 

MMaonCtyof 

so 

Caaf«on.  vVagaof 

Wl 

McUugrin  Cly  a< 

so 

Cadaraug  U^t  4  Walv  Convn 

Wl 

MHvClyof 

so 

cay  of  Cuba  cay 

Wl 

Mnoui  Bawi  Muf  PoMiar  Agny 

so 

Wl 

so 

cay  of  Ooonemowoc  UWdaa 

Wl 

PIctttBwn 

so 

ZtiUTtfM  *lttm  4  ugr<  Cannaaa 

Wl 

P4«T«Ctyof 

so 

Figia  RNar  Ugn  4  W«ar  Convn 

Wl 

PtoMtonCtvof 

so 

Eirjy.  Cayof 

Wl 

Sioui  Fili  ory  of 

so 

Wl 

TymMCtyo* 

so 

Ftoranoa  Utflty  Corrvraaann 

Wl 

Vamaian  Cty  of 

so 

HarOord  Utflbaa 

Wl 

ValgiCtyar 

so 

Wl 

WMrtoMfiClyof 

so 

Jaflaraon  W«ar  4  EJacUlc  Oapl 

Wl 

WMvi^an  Spnngi  Cly  of 

so 

Wl 

WhtoOlyof 

so 

LMia  MMa  U9«  4  W«ar  OapL 

Wl 

WInnarClyaf 

so 

Li3iS  Mtfttapai  ugrt  4  W«ar  \M 

Wl 

BMowCtyCorp 

UT 

Manaafa  EJactne  4  WMar  UM 

Wl 

BMndkigClyof 

UT 

Marian,  cay  of 

Wl 

BokMnj  cay  Cly  of 

UT 

Muaooda  U^  4  WaMr  UtBy 

Wl 

UT 

Naw  HotaMn  PuBAc  may 

Wl 

Cty  or  Sara  On 

UT 

Naw  Uabon  Mkrtopal  Ugtt  4  Walw 

Wl 

Cly  of  S«arM(i  Forti 

UT 

Hmm  London  Flacaic  4  WMar  \M 

Wl 

C«y  o<  Wsinn^on 

UT 

Wl 

£rttrprln  cay  of 

UT 

Rtnar  Fila  MMc«al  UOBy 

Wl 

UT 

sangaruwbaa 

Wl 

F«rvw«»  cay  Cflip 

UT 

Stxfgaon  Bay  UOMaa 

Wl 

UT 

Wl 

HaMr  Ugn  4  PoiMr  Co 

UT 

Tm  RJvara  Walar  4  U^  UM 

Wl 

HMpwcayof 

UT 

VUa  Muncapaf  EMnc  Utt 

Wl 

HotdwToMnof 

UT 

WManoo  WaMT  4  U^  Convntaa 

Wl 

HmilLM  rot^t  CofTvntfas 

UT 

Wauiakaa  WaMr  4  UgN  Comrraaa 

Wl 

Myfvn  Cly  Corp 

UT 

Waupir  PuMc  UtHtaa 

Wl 

irtannaimm  Conaumar  Pomw  Aaaoc 

UT 

Waaffiy  lAnopa)  Walar  4  U^ 

Wl 

Kanab  C<y  Corponoon 

UT 

Wl 

Kanoa^  Town  of 

UT 

Wlaoonaai  PxMIe  Pomt  mc  Sya 

Wl 

Kav«<«a  cay  Corp 

UT 

Codyu^ 

WY 

LM  cay  cay  of 

UT 

QilaitaCayaf 
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Prepared  Statement  of  G.  Stanley  Hill,  on  Behalf  of  Southeastern  Federal 

Power  Customers,  Inc. 

introduction 

My  name  is  G.  Stanley  Hill.  I  appreciate  the  opportunitv  to  present  the  views  of 
the  Southeastern  Federal  Power  Customers,  Inc.  ( 'SeFPC )  related  to  privatization 
of  the  federal  Power  Marketing  Administrations  ("PMA's").  the  SeFPC  represents 
many  of  the  rural  cooperatives  and  municipally-owned  electric  systems  in  the  nine 
states  of  Alabama,  Georgia,  Mississippi,  Kentucky,  North  and  South  Carolina,  Flor- 
ida, Virginia,  and  West  Virginia  which  purchase  power  from  the  Southeastern 
Power  Administration  ("SEPA"). 

The  members  of  the  SeFPC  are  committed  to  providing  reliable  and  economical 
capacity  and  energy  to  their  customers.  In  some  cases  as  much  as  25%  of  their  ca- 
pacity needs  and  10%  of  their  energy  needs  are  supplied  by  SEPA.  The  electricity 
generated  at  the  federal  hydropower  projects  operated  by  SEPA  has  contributed  sig- 
nificantly to  the  development  of  the  region  and  improved  the  standard  of  living  of 
its  citizens,  resulting  in  a  unique  partnership  between  SEPA  and  its  customers. 

The  SeFPC  is  strongly  opposed  to  the  sale  of  SEPA  to  the  highest  bidder.  Such 
a  process  would  result  in  significant  harm  to  the  communities  and  businesses  that 
have  paid  for  SEPA's  projects  and  activities  for  over  thirty  years.  Certain  investor- 
owned  utilities  are  tempting  members  of  Congress  with  enormous  offers  for  SeFPCs 
assets.  These  offers  are  literally  too  good  to  oe  believed,  and,  indeed,  come  with  a 
hidden  price. 

If  Congress  passes  legislation  directing  a  sale  of  the  PMA's  to  the  highest  bidder, 
there  will  be  no  way  to  control  rate  increases.  Current  proposals  to  cap  rates  at  10% 
per  year  may  appear  reasonable  on  the  surface,  but  would  in  fact  produce  serious 
results,  including  rate  shock  and,  ultimately,  voter  concern  when  households  start 
receiving  their  inflated  bills. 

In  particular,  a  sale  of  SEPAs  electric  generation  assets  to  the  highest  bidder 
would  result  in  higher  electric  rates  which  will  cause  harm  to  businesses,  commu- 
nities and  families  throughout  the  Southeast.  A  representative  testifying  on  behalf 
of  investor-owned  utilities  before  the  Senate  Energy  and  Natural  Resources  Com- 
mittee admitted  that  if  his  company  purchased  PMA  assets,  there  is  no  question 
that  the  rates  would  have  to  be  increased  to  recover  the  purchase  price.  Ajiy  rate 
increase  to  a  family  or  individual  on  a  fixed  or  low  income  is  a  difficult  burden  to 
shoulder.  This  is  a  hidden  tax  on  consumers. 

Further,  if  an  investor-owned  utility  with  an  extensive  Southeast  presence  were 
to  purchase  these  assets,  the  resulting  consolidation  of  generation  assets  would  un- 
dermine electric  competition  generally  in  the  region.  This  could  also  translate  into 
higher  rates  for  all  customers  in  their  service  territory. 

If  Congress  wishes  to  privatize  SEPA,  the  appropriate  solution  is  to  sell  SEPA  to 
the  existing  firm  power  customers  at  a  price  that  will  avoid  rate  increases.  This  will 
preserve  existing  competitive  relationships,  avoid  hidden  taxes,  and  accomplish  the 
goal  of  getting  the  government  out  of  the  power  business. 

HISTORY  OF  SEFPC  AND  SEPA 

When  dams  were  constructed  in  response  to  widespread  flooding  in  various  parts 
of  the  United  States,  Congress  realized  that  in  addition  to  flood  control,  the  dams 
presented  an  opportunity  to  generate  hydroelectric  power  that  could  be  sold  and  the 
revenues  from  tne  sale  could  be  used  to  pay  for  the  dam  construction  and  operation. 
Federal  Power  Marketing  Administrations  were  created  to  market  this  hydroelectric 
power  in  a  manner  consistent  with  the  public  interest. 

Congress  decided  that  the  public  interest  would  best  be  served  by  selling  the 
power  to  not-for-profit  consumer-owned  power  systems  such  as  municipal  electric 
systems  and  rural  electric  cooperatives.  Congress  further  decided  that  the  PMA's 
would  develop  cost-based  rates  that  would  recover  debt  repayment  for  all  the  cost 
of  power  facilities  and  power  generation,  and  all  the  expenses  of  the  PMA's  them- 
selves. In  addition,  the  power  rates  would  contain  a  'joint  cost"  allocation  that 
would  recover  an  allocated  share  of  the  dams  and  reservoirs  associated  with  power 
generation. 

Federal  hydropower  is  an  essential  ingredient  in  he  mix  of  power  resources  relied 
upon  by  consumer-owned  power  systems  in  the  Southeast.  Although  this  federal  hy- 
dropower was  more  expensive  than  other  resources  when  the  projects  were  first 
built,  many  eligible  preference  customers  made  the  conscious  decision  to  enter  into 
contracts  for  federal  hydropower  because  it  was  an  assured  source  of  power  and 
would  allow  some  degree  of  independence  from  other  utility  systems.  In  reliance 
upon  this  source  of  power,  federal  power  customers  abstedned  from  opportunities  to 


89 

build  other  generation.  Loss  of  access  to  these  faciUties  now  will  force  current  fed- 
eral power  customers  to  build  or  buy  other  generation,  or  to  become  more  dependent 
on  other  utilities. 

This  power  is  less  expensive  compared  to  other  sources  due  to  the  relatively  low 
cost  of  construction  when  most  of  SEPAs  facilities  were  built  approximately  three 
decades  ago.  The  federal  hydropower  is  equivalent  to  the  older,  low  cost  generation 
resources  owned  by  investor-owned  systems  that  help  keep  their  rates  at  their  cur- 
rent level  for  consumers.  Just  as  it  would  be  unfair  to  deprive  investor-owned  sys- 
tems of  their  low-cost  generating  capacity,  it  would  be  unfair  to  deprive  federal 
power  customers  of  their  existing  right  to  his  low  cost  federal  hydropower. 

This  power  source  is  more  important  than  ever  for  consumer-owned  power  sys- 
tems. With  the  changes  that  are  occurring  in  the  electric  utility  industry,  and  the 
advent  of  a  more  competitive  environment,  utilities  clearly  need  to  retain  their  ac- 
cess to  older,  less  expensive  power  resources,  rather  than  being  forced  to  exchange 
them  for  newer,  more  expensive  resources.  To  the  extent  that  consumer-owned  sys- 
tems lose  access  to  the  less  costly  hydropower,  they  will  also  lose  ground  in  the  com- 
petition-driven electric  utility  arena.  If  investor-owned  utilities  are  allowed  to  pur- 
chase the  power  generated  at  federal  projects,  their  competitive  posture  will  be 
greatly  enhanced,  while  the  current  customers'  competitive  posture  will  be  greatly 
eroded. 

REGULATORY  ISSUES 

Because  the  SeFPC  opposes  the  current  legislative  proposals  which  will  direct  a 
sale  of  the  PMA's  to  the  highest  bidder,  we  are  not  in  a  position  to  comment  exten- 
sively on  potential  regulatory  impacts  of  PMA  privatization.  However,  we  would  like 
to  raise  two  issues  with  the  Committee  which  we  feel  should  be  taken  into  account. 

Stranded  Costs 

The  SeFPC  would  like  to  express  concern  over  the  potential  impact  a  purchase 
of  SEPA  by  an  investor-owned  utility  could  have  on  stranded  costs.  Suppose  an  lOU 
were  to  purchase  SEPA  through  an  auction  process.  If  such  a  purchase  resulted  in 
an  lOU  possessing  excess  generating  capacity,  that  lOU's  rates  could  rise  to  recover 
these  excessive  costs.  This  would  cause  customers  to  seek  to  leave  the  lOU's  system. 
Yet,  under  rules  currently  proposed,  the  lOU  could  attempt  to  recover  so-called 
"stranded  costs"  from  those  customers  who  seek  to  escape  tne  lOU's  system.  This 
would  create  a  "heads  I  win,  tails  you  lose"  situation  for  the  lOU:  no  matter  how 
high  the  purchase  price  for  SEPA,  no  matter  how  unneeded  the  generation  capacity, 
cost  recovery  could  be  assured. 

Given  this  possible  scenario,  is  it  any  niystery  why  lOU's  want  to  buy  SEPA?  Will 
they  guarantee  no  rate  increases  for  SEPAs  customers,  or  even  their  own  cus- 
tomers? Clearly  not. 

Effect  of  the  Public  Utility  Holding  Company  Act  ("PUHCA")  on  the  Purchase  of 
SEPA  by  a  Registered  Utility  Holding  Company 
The  SeFPC  would  like  to  express  its  concern  regarding  potential  PUHCA  implica- 
tions if  a  registered  utility  holding  company  were  to  pursue  the  purchase  of  SEPA. 
PUHCA  was  enacted  to  protect  ratepayers  from  widespread  utility  holding  Company 
abuses  resulting  from  self-dealing,  cross-subsidization  and  improper  cost  allocations. 
The  Act  provides  for  extensive  regulation  of  financial  and  operational  activities,  and 
requires  registered  holding  companies  to  operate  a  single  integrated  system.  The 
SeFPC  is  unclear  how  an  investor-owned  utility  will  purchase  SEPA  assets  without 
violating  PUHCAs  integration  requirement. 

CONCLUSION 

The  SeFPC  respectfully  opposes  the  sale  of  SEPA  to  the  highest  bidder.  The  rate 
increases  that  would  inevitably  result  are  a  hidden  tax  on  consumers.  We  urge  the 
Committee  to  proceed  cautiously  in  charting  the  future  of  SEPA 
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